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FRANCE TELECOM

CONSOLIDATED STATEMENTS OF INCOME
(Amounts in millions of euros, except per share data)

Note
Sales of services and products. ... ool e
Cost of services and products sold (excluding items shown

separately below) ..o o i i
Selling, gencral and administrative expenses . ....o..vvieenn...
Rescarch and development expenses .............oiilolL,
EBITDA(I) .o e i e e e
Depreciation and amortization (excluding goodwill) ... .......
Operating income before special items, net ................... 22
Special Items, Net .. .ot e 24
Operating iRCOME ... .ottt iei et innneeanss
Intercst expenses, net. . ... ... .. i 12
Foreign exchangc 10ss, Det. . ... vt
Discounting of early retirement plan and ‘

other long-term Mabilites. .. ... 18
Other nen-operating income / {(expense), net.........o.ooe... 25
TRCOME T8XES . . e e 26
Employees profitsharing . ........ ..o ol
Equity in net income of affiliates .......... ... oo 00l 7
Income (loss) beforc goodwill amortization and minority interest
Goodwill amortization ..ot 4-7
Bxoeptional goodwill amortization . ... . ... 4
1% 5203013 T8 L 123 =1 AP SR 20

Net income (loss)

Earnings per share (in euros)

Earnings per share before goodwill amortization and
minority interest

D13 L2 O
— diluted

Earnings per share
— net income (loss)
— fully diluted

...........................................

.........................................

Six months ended

Year cnded
June 30, December 31,
2002 2001 2001
{ugnudited) (nudited)
22,472 20424 43,026
(9,133) (8,405) (17,619)
(6,187) (5.687) (12,520)
_(282) _(266) 567
6,870 6,066 12,320
(3.595) (3,251) (6,910)
3,275 2,815 5,410
(93) (10}) (210)
3182 2714 5,200
(1,754)  (1,967) (3,847)
8N (399) (337
(126) (114) (229)
(9,339) 1,778 (5.904)
(2.296) 1439 2932
(81 n (131)
(163) _(292) {850)
(10,634) 3,088 (3,206)
(1,866) (1,353) (2,531)
— - (3,257)
(76) 216 714
(12,176) 1,951 (8,280)
(986)  2.80 (291)
(9.86) 2.15 (2.91)
(11.29) 1.77 (7.51)
(11.29) 174 (151)

(1) EBITDA: operating income before special itcms, net and depreciation and amortzation.

Sec Notes to Unaudited Consolidated Interiin Financia) Statements
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FRANCE TELECOM

CONSOLIDATED BALANCE SHEETS
(Amounts in millions of curos, except per share data)

June 30, December 31,
Note 2002 2001

(unnaudited) (audited)
ASSETS
Goodwill, Bet Lo e 4 34,041 34,963
Other intangible assets, fet. ... ... v ii e 5 19,279 18,189
Property, plant and equipment, et ..ol i 6 371238 31,728
Investments accounted for under the equity method............ ... 7 4278 £912
Non consolidated investments, Ret. .. ..ot iiirrrieannnns 3 1,720 3,240
Other long-term 855e8, L. ... vu vt vieer it i ieee e cnnenns, 1,517 1,936
Deferred INCOME taXES, MEl . .o\ uutt ettt r it ee e 26 4,040 5,365
Total long-term 888ets . . ... .. vttt e 102,003 104,337
INVeNIOMICE « o e e 850 900
Trade accounts reccivable, less allowances (1,856 at Junc 30, 2002,

1,475 at December 31, 2001) ... ovvvv i 9 7,730 7,596
Deferred income 12Xe8, BET. . ...\t it et e 26 646 1,102
Prepaid expenses and other CUrrent assets ......ccvovivrenvnnienans 10 5,678 6,653
Reccivable from divestment of real estate ........ . .ot 6 239 2,689
Marketable scounities . ... ..ot 12 148 1,138
Cash and cash equivalents .. ... . ..o i 12 2,288 2,943
Total CUITEDE ASBETS. ... ... ottt vt i it et e 17,579 23,021
TOTAL ASSET S . it e it 119,582 127,358
LIABILITIES AND SHAREHOLDERS' EQUITY
Share capital — €4 par value — Authorised and issued: 1,187,519,399

shares cffective period end ... e 4,750 4,613
Additional pard-incapital ....... ... . oo 24,755 24,228
Retained earnings (1088) . ..vvvt i i (4.365) 4,682
Net income {loss) fortheyear ............... oo, {12.176) {8,280)
Foreign currency translation adjustment ...........oociiiinian., (2,929) 844
1 ) T {3 (9,975) (5,002)
Shareholders’ equity ........ ... .o i 21 (440) 21,087
MR Or Y IMERTeSES ..ttt e e i i i e 20 10,149 8,101
Exchangeable or convertible notes. . . .........oiivieiiieiiinnn.. 12 7,668 10,750
Other long- and medivm-term debt, less eurrent portion ............. 12 41,485 43,793
Other long-term liabilities.........ooo i i 18 15,164 3,663
Total long-term libilities ............. ... .. il 64,317 63,206
Current pottion of long- and medivm-term debt .................... 12 9,210 1,596
Bank overdrafts and other short-term borrowings ..........c.ovovv... 12 13,769 11,365
Trade accoumts payable . . ... ool 7,898 8,631
Accrued expenscs and other payables . ... 19 8,255 7,259
Other current Babilities .. ..o ettt 19 2,638 2,481
Deferred INCOMEe 1aXES . ..\t tvt ittt eit e i 26 456 374
Deferred INCOmME. ... i e 1 3,330 3,258
Total current liahiljties . ... ... ... .. oo i i 45,556 34,964
TOTAL LIABILITIES AND SHAREHOLDERS EQUITY ......... 119,582 127,358

See Notes lo Unaudited Congolidated lntcrim Financial Statements
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FRANCE TELECOM

CONSOLIDATED STATEMENTS OF CHANGES [N SHAREHOLDERS’ EQUITY
(Amounts in millions of euros, except per share data)

Number of
shans bssued
Balance at Janvary 1, 2000 ..., ...l 1,153,831,943
Net loss for the year 2000 ...,y oLl
Movements in holdings of own shares (see
Notw2l) oo

Appropriation of earnings
Translation sdjustment. .. ......o.vuene.s.
Other MOvemEnts ...t iieneenins

et

Balance at December 31,2000 ,........... 1,153,831,943

Net loss for the six month period .. ........

Movements in holdings of owa shares (sce
Note2) oo e

Appropriauon of earnings (sce Note 21)....
Increases in ¢apital (sce Note 21) ......... 33,687.956
Translation adjustment. .....ovviinvnen. ..
Other movements; mainly TP Group (sce
Noted) o oniiin i

Balunce at June 30, 2002 (wnaudited) ... .., 1.187,519,899

l

K
3
—
v

13

w

E
~3
wn
<o

II

Addivonn)  Retsised  Forelgh eureency

pald-in earnings lrunsiation Qmn
copital (Josa) ndjustment shares Tolul
24228 €,408 59 (2,153) 33,187
(8.280) (8,280)
(1,271) (2.849)  (4.120)
(1,075) (1.075)
785 785
620 620
24,228 (3.598) 8a4 (5.002) 21.087
(12,176} (12,176)
(4.573)  (4,973)
(1.086) (1,056)
527 662
(3.762) (3.762)
(2L1) (1) (222)
24,755 (17.041) (2,929) (9.975) (440)

See Notes to Unaudited | Consolidated Interim Financial Statements
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FRANCE TELECOM

CONSOLIDATED STATEMENTS OF CASH FLOWS
{Amounts in millions of euros, except per share data)

Six months ended

June 30, D‘c/:ca;::ggdl,
Note 2002 2001 2001
(unaudited) (audited)
OPERATING ACTIVITIES
Net ineome/ (1088) « o oviiit it iae it it e e aicaanas s (12,176) 1,951 (8,280}
Adjustments to reconcile nel income/ (loss) 1o funds generated
Jfrom operations
Depreciation & amortization of property, plant & equipment
and intangible assets . . .. e e 4-7 5,056 4,604 12,698
Gain on divestment of tealestate ......... ... ..o 25 _ —_ (705)
Result on divestment of other tangible and intangible assets .. —_ —_ (92)
Result on divestment of otherassets ...................... 25 (212) (939 (2,093)
Changes in valuation allowances and other provisions ........ 25 9,288 (1,204) 7,860
Undistributed earnings of affiliates ........................ 164 293 341
Deferred income taxes . .....oooiiiiii i 26 1,825 CISH) (2,090)
Minority Interests .. ... . . i 20 76 (216) (114)
Other Items . e e e e s 4 (5) (19)
_4025  _4073 7406
Decrease (increase) ininventorics .........coovueniaon s 76 168 34}
Decrease (increase) in trade accounts receivable ............ 24 118 (628)
Securitization of receivables ........ ... . . il 9 288 880 914
Decreasge (increase) in other current assets................. 115 (1,018) (1,974)
Impact of sale of carry back receivables ..., .. .. ... 26 LI (1,630) (1.111)
Increase (decrease) in trade accounts payable .............. (422) (928) (588)
Increase (decrease) in accrued expenses and other payables .. (578) 1,365 2,026
Impact of sales of future recejvables .................... .. 18 (25) — 690
Other changes in operating assets and ligbilities ............. 789 (1,045) (330)
Net cash provided by operating activities .................. 4,814 3,028 7,076
INVESTING ACTIVITIES
Purchase of property, plant, and equipment and intangible
assets net of movements in supplier balances ((538) at
June 30, 2002, (184) at June 30, 2001, 41! at
December 31, 2001) ... s 5-6 (3,820)  (4,066) (8.553)
Income from salc of real estate. ...........oovvvn it 6 2,411 - -
Proceeds from sale of other property, plant, and
cquipment and intangible assets ........ ... o e iens 107 222 296
Repurchase of Orange SA shares: exercise of E.On put option 3 (950) —_ —
Purchase of own shares (Orange ple acquisition) ............ 28 (4.974)  (8,785) (8,807)
Orange SATPO proceeds .. ... veivnri et i i 3 — 6,102 6,102
Cash paid for investments sccurities and acquired businesses,
netof cash acquired .. ...v v e e 3 (57) (728) (1,071)
Change in net cash following the full ¢consolidation of
B €5 7111 Y 3 144 —
Investments in atfiliates ......... ... ... i i 7 (3) (442) (3,284)
Proceeds from ssle of investment securitics and businesses,
netof cash sold v ol i i 3-8 89 3,233 4,524
Decrease (increase) in markerable scourities and
other long-term assets ... .........viiiriiiinniivann, (10) 43 (31)
Net cash used in investing activities .. .v.o e n.. .. (7.103)  (4,421) (10,324)
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Six months ended

June 30, Yf" End:;il'
Note 2002 2001 2001
(unauvdired) (nudited)
FINANCING ACTIVITIES
Issuance of Jong-termdebt ... ... i, 12 734 22,553 37,244
Repayment of long-termdebt ............. ..ol 12 (1,212) (11,458) (18,174)
Increase (decrease) in bank overdrafts and
short-term borTowings. . ..ottt i i i 12 1,806 (7,198) (13,556)
UMTS vendor fnancing. . ..ooov it iin i nnann, 18 282 — 234
Minority interest sharcholder contributions ................. 4 149 181
Dividends puid to minority shareholders ................... 20 (39) (99) (128)
Appropriation 6f €amings. ... oo i e 21 Q (1,075) (1,075)
Net cash used in financing activities ...................... 1,575 2,872 4,726
Net increase (decrease) in cash and cash equivalents .. ...... (114) 1,479 978
Effect of changes in exchange rates on cash and
cash equivalents . ... .. . iii i 59 44 )
Cash and cash equivalents at beginning of peviod............ 2,943 2,040 2,040
Cash and cash equivalents at end of period ................ 2,288 3,563 2,943
Supplementary disclosures
Cash paid during the period for:
e TREETOSE o oo e e e (1.887)  (1,655) (3,655)
— INCOME LAXEY ..ttt e e (608) (377) (610)

See Notes to Unaudited Consolidated Interim Financial Statements
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FRANCE TELECOM

NOTES TO UNAUDITED CONSOIIDATED INTERIM FINANCIAL STATEMENTS

1. DESCRIPTION OF BUSINESS

France Telecoin group (“France Telecom™) including notably its publicly listed subsidiaries Orange,
Wanadoo, TP Group (Pelish telecommunications operator TP SA and its subsidiaries) and Equant, is one
of the leading telecommunications opcrators in the world and is the principal telecommunications operator
in France. France Telecom pravides consumers, businesses and other telecommunications operators with a
wide range of services including fixed line and mobile telecommunications, dara transmission, Internet and
multimedia, broadcasting and other value added services.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The consolidated six months financial statements of France Telecom are prepared in accordance with
French generally accepted accounting principles under rule 99-02 of the Comité de la Réglementation
Comptable (CRC), and in accordance with the recomnmendations of the Conseil National de la
Compiabilite (CNC) relating 10 the preparation of interim financial statements.

The six months consolidated financial statements should be read in conjunction with the consolidated
financial statements for the ycar ended December 31, 2001 which figure notably in the Dacument de
Référence filed with the Commission des Opérations de Bourse (COB) on July 1, 2002.

France Telecom reviewed the provisions yecorded at December 31, 2001 and, as anticipated, the firat
application of rule CRC 00-06 on liabilities on January 1, 2002, had no effect.

Presentation of the financial statements

The consolidated balance sheet, statement of income and statement of cash flows aye prepared in
€Uros.

« EBITDA represents operating income before special items, net and before depreciation and
amortization.

+ Operating income before special items, nct is presented separately.

Operaling income represents the difference between operating revenues and charges. It includes
specific and non-recurring items, recorded under the heading “Speeial items, net” within Operating
Income.

* The costs resulting from the discounting of the French early retirement plan and ether long-term
liabilities and from the French legal regime of employee profit sharing are presented as a separatc
line item in the consolidated statement of income after Operating Income.

« "Other non-operating income/ (expense), net” relates mainly to gains and losses on the dispesal of
consolidated subsidjaries and investment securities including dilution results and the change in
provisions against investment securities and marketable securities, dividends received, and
movements in restructuning provisions. This heading also includes results on disposals where their
rclative size exceeds ordinary activity (real estate, commercial receivables...),

The goodwill amortization charge relates to the goodwill of fully and proportionally consolidated
companics as well as investments accounted for under the cquity method.

+ The balance sheet classifics assets and liabilities based on liquidity or maturity dates, and presents
ghort-term balances (duc within one year) separately from long-term balances.

* The statement of cash flows excludes from changes in cash bank overdrafts and those changes in

marketable sccurities having maturities in excess of three months at the time of purchase, which
are prescnted as financing and invesling sctivities.. . ..
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Principles of consolidation
The main consolidation principles are as follows:

» Companics which are wholly owned or which France Telecom controls, either directly or indirectly,
are fully consolidated:

+ Companies in which France Tclecom and a limited number of other shareholders exercise joint
control are accounted for using the proportionate consolidation method;

+ Companies over which France Telecom exercises significant influence but does not contrel
(generally a 20% to 50% controlling interest), arc accounted for under the equity method;

« Material inter-company balences and transactions are eliminated.

Translation of financial statements of foreipn subsidiaries

The financial statements of foreign subsidiaries in a non-euro functional currency. except for those in
countries with hyper-inflationary cconomies, are translated into euros as follows:

 Assets and liabilities arc translated at the ycar-cnd rate:
+ Items in the statement of income are translated at the average rete for the year;

= The translation adjustment resulting from the use of these different rates is included as a separate
component of shareholders’ equity.

The local currency financial statements of foreign subsidiaries operating in countnes with hyper-
inflationary economies arc remeasured into their functional currency, prior {o converting to curos, using the
following mecthod:

- Monetary elements of the balance sheet arc translated at the closing rate;
= Non-monetary elements arc converted at the historical rate:

» Items in the statement of income are translated at the average rate for the year except for
depreciation and amortization charges which are translated at the historical rate;

« The translation adjustment resulling from the use of these diffcrent rates is recorded in the income
statement as an exchange gain or Joss.

The financial statements of subsidiaries remeasured as described above are then translated inte curos
using the method applicd to all foreign subsidiaries of France Tclecom.
Transacrions in foreign currencies

Foreign currency denominated monetary balances, except for those hedged by currency swap
conlracts, are translated at closing exchange rutes.

Unrealized gaing and losses on foreign currency denominated balances, except for thosc hedged by
currency swap agreemenis and for those arising on labilities cffcctively hedged by assets in the sume
currency, are recognized in the statement of income [or the period.

Revenue recognition
France Telecom's principal sources of revenue are recognized as follows:

+ Revenucs from telephone subscriplions or Internet access are recognized on a straight-line basis
over the inveicing period;

+ Revenues from incoming snd outgoing traffic arc recopnized when the service is rendered;

+ Revenues from sales of telecommunications equipment, net of point of sales discounts, and
connection charges are recognized upon dalivery to the customer or activation of the line, as
appropriate;

+ Revenues from Internct advertising are recognized over the period that services are provided,

revenues from advertisements in printed and clectronic directories are recognized when directories
are published;

- i e . 4 s 5 o8
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+ Barter transactions are recorded, only when their value can be determined, and in this case are
recorded at the fair value of the goods or services provided or reccived, whichever is more readily
determinable in the circumstances;

* Revenues from the sale of transmission capacity in terrestrial and submarine cables (IRU) are
recorded in the income statement on a straight-line basis over the length of the contract.

Customer acquisition costs and loyalty costs

Customer acquisition costs and loyalty costs relating to mobile and Internet customers are expensed as
incurred. These costs consist principally of commissions and rebatcs paid to distributors.

Advertising costs

Adverlising costs are expensed as incurred. Advertising costs amounted to € 498 million in the first six
months of 2002 (€ 1,063 million in 2001).

Research and development

Research and development costs are expensed as incurred.

Web site development costs

Costs relating 1o the development of web sites ate capitalized or expensed depending on the phase of
development of sites: costs relating to the planning and operating stages are expensed, costs relaled to
development and creation of the design are capitalized.

Earnings per share

Two types of earnings per share are shown: basic carnings per share and diluted earnings per share.
The number of shares used for the calculation of diluted earnings per share takes into account the
conversion into ordinary shares of existing potentially dilutive instruments. Diluted carnings are caleulated
as the net result adjusted for the financial charges of dilutive instruments, net of their effect on tax and
employee profit sharing.

Own shares held recorded as a reduction in consolidated shareholders' equity are not included in the
calculation of carnings per share,

Customer receivables

France Telecom does not consider itself exposed 10 a concentration of credit risk with respect to trade
accounts receivable due to its large and diverse customer base (residential, professional and large business
customers). Allowances are recordsd on the basis of an evaluation of the risk of non-recovery of
receivables, The allowances are based on an individual or statistical assessment of this risk.

Customer reccivables which are securitized are removed from the heading “Trade accounts rcccivable,
less allowances” when the rights and obligations attached to such receivables are definitively transferred to
third parties. Subordinated shares held in Fonds commun de créances as part of these transactions are
recorded as “Other long-term assets, net”. Depreciation of such shares, determined based on the risk of
nou-recovery of the receivables divested, is presented as a reduction in “Other long-term asgets, net”.

Cash and cash equivalents

Cash and cash cquivalents consist of cash and highly liquid investments with maturities generally of
three months or less at the time of purchase and are stated ut cost, which approximatcs fair value.

Marketable seourities
Marketable securities are valued at historical cost. When necessary, a provision is rccorded on an

investment-by-investment basis to adjust this value to the average market valuc over the month prior to
period-¢nd or their estimated trading valuc for securities not publicly traded.
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Inventories

Inventories are stated ai \he lower of cost or probable nel realizable value taking inte account notably
future revenue expected from new subscriptions arising from mobile handsct sales. Cost relates to
acquisition or production costs and is generally determined using the weighted average method,

Purchase accounting and goodwill

Upon acquisition of a business, the purchasc price is allocated on a fair value basis to the identifiablc
assets and liabilities of the business acquired. The fair value of idenlifiable intangible assets such as
trademarks, licenses and customer relationship is determined using generally accepted methods such as the
income approach, the cost approach, or the market value approach.

The excess of the purchase price over the fair value of the share of identifiable assets and liabilities of
the business acquired is recorded in the consolidated balance sheet under the heading “Goodwill” for fully
and proportionally consclidated entities and is included in the heading “Investments accounted for under
the equity method” for entities over which France Telecom has a significant influence.

Goodwill related to foreign companies is recorded us an asset in their functional currency.

Wherc there is a partial disposal of shares in [ully or proportionally consolidated companies, the cost
of the assets sold includes the related portion of goodwill disposed of which is removed from the balance
sheet at disposal, be it through a direct sale in exchange for another asset or through a dilution.

The amortization period for goodwill, usually ranging {rom 5 to 20 years, is determined after taking
into consideration the specific nature of the busincss acquired and the strategic value of each acquisition.

The value in use of goodwill is subject to review when events or circumstances occur indicating that
an impairment may cxist. Such events or circumstances include significant adverse changes, other than
temporary, in the business environment, ot jn assumptions or expectations considered at the time of the
acquijsition. The need 10 recognize an impairment charge is assessed with reference to undiscounted cash
flows as estimated based on prospective economic and operating assumptions used by the management of
France Telecom.

Impairment charges are recorded, where necessary, as the difference between net book value and fair
value. The recoverable value of the poodwill is assessed with reference to cash fiow projections discounted
using appropriate rates and considering other advantages expected at the acquisition date such as synergies
resulting from the integration of the business with France Telecom's operations and its strategic position
for the group.

Other intangible assers

Other intangible assets include trademarks, customer relationship, licenses, patents and submarine
cable link access rights.

Licenses 1o operate mobile networks are recorded at historical cost and amortized on 4 straight-line
basis from the effective date of commercialization of services.

The right to operate, in France, 2 third gencration mobile network (UMTS) is recorded for the fixed
portion payable at the grant of the license, and this fixed portion is amortized on a straight linc basis over
the duration of the license from the effective date of commercialization of services. According to the ruling
of the urgent issues task force of the CNC, the vanable portion (equal to 1% of the eligible sales
generated by the third generation network) will be recorded as an expense in the period incurred.

Interest charges related to mobile telephone licenses such as UMTS licenses, are expensed when
France Telecom 15 commitred 10 them,

Trademarks and customer relationships are not amortized. Impairment is recorded, as necessary,
taking into account operating conditions.

Purchases of capacity transmission an land and submarige cables (JRUs) are capitalized and
amortized on a straight-line bacis aver the forecast nseful lifc. Income from salc of IRUs is recorded on a
straight-line basis in the statement of income over the duration of the contract.
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Property. plant and equipmient

Assets transferred from the French State on January 1, 1991, upon the creation of Frence Telecom as
a public sector operator, were recorded in the opening balance sheet at values jointly approved by the
Telecommunications Ministry and the Ministry of Economy and Finance.

Since that date, property, plant and equipment are recorded at historical cost of acquisition or at
production cost. Cost of networks includes planning and construction costs, as well as site installation and
equipment upgrade costs, )

Interest arising from debt incurred to finance construction and development of assets is, from
January 1, 2000, capitalized as part of the cost of such assets during the construction period.

Repairs and maintenance costs, except to the extent that they increase productivity or exiend the
usefu] life of an asset, are expensed as incurred.

Leased asscts are recorded as an acquisition of an 2sset and the incurrence of a financial debt when
the leasc terms effectively transfer the risks and rewards of ownership of the asset to France Telecom.
Equally, where France Telccom transfers the risks and rewards of ownership 1o & third party threugh a
lease contract, this is accounted for as a disposal.

Depreciation of property, plant and equipment is measured on a straight-line basis over the following
estimated ugeful lives:

Buildings and leasehold improvements ....... e e e e e .. 10 to 30 years
Switching, {ransmission equipment and other network equipment. . ... ool 510 10 years
Cables and public infrastrueiure. ......... S 15 to 20 years
Computers and software {(excluding network) ........ e 3 to 5 years
e . e e e 3 to 14 years

Investment subsidies

France Telecom may receive non-repayable investment subsidies in the form of capital projects
funded dircetly or indirectly by third parties, primarily local and regicnal authoritics. Subsidies are
rccorded as a reduction of the cost of the assels financed and, consequently, are recognized in income over
the cstimated useful lives of the corresponding assets,

Impairment of long-lived assets

Plent, property and cquiproent and intangible assets arc written down when, as a result of events or
changes in circumstances, their recoverable value appears to be pormanently less than their camying value.

« For assets to be held and used. impairment is principally determined for each group of assets by
comparing their carrying value with the undiscounted cash flows they are expected 1o gencrate
based upon management's expectations of future economic and operating conditions.

Where necessary, impairment of these assets is recorded as the difference between carrying value
and fair value. Fair valuc is determined on the basis of discounted cash flows or by reference to
rcplacement cost for used equipment, cost of alternative technologics or recent trunsactions for
similar businesses, or market prices.

- Assets to be digposed of arc written down to their fair value, less costs of disposal, when such value
is lower than their carrying valuc.

Investment securities

Investment securities are stated at cost, including any associated dircet costs. An allowance is
recorded when the value in usc, based upon management's analysis, appears to be less than carrying value,
on the hasis of different eriteria such as market value, the outlook for development and profitability, and
the level of shareholders® cquity, and taking into account the specific nature of each investment.

Deferred income 1axes

Dcferred income taxes are recorded on temporary differences between the carrying amounts of assets
and liabilities for financial reporting purposcs and the amounts used for 1ax purposes, as well as those
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arising from loss carry forwards. Delferred tax assets are provided for to the extent that the recovery of
these taxes is not considercd probable.

France Telecom uses the liability method under which deferred taxes are measured upplying the tax
rates enacted at the end of the accounting period, as applicable at the time the temporary difference is

expected to reverse. Where significant, deferred tax assets and liabilitics are discounted when reversals can
be reliably scheduled.

Debt issuance costs

Debt issuance costs are amortized over the term of the rclated debt instrument.

Purchase of own shares

Own shares held by France Telecom are rcficcted in the consolidated balance sheet at their
acquisilion cost as a reduction in shareholders' equity except for those held in share price stabilization
transactions, which are recorded as marketable sccurities. Gaing and losses on disposals of such shares,
including rclated taxes, are recorded within shareholders’ equity. Allowances recorded against own ghares
held within investment securities in the single company financial statements of France Telecom, as well as
provisiens for risk relating 10 commitments to repurchase own shares, are climinated on consolidation.

Derivative financlal instruments

France Telecom manages interest rate and foreign currency risks using derivative financial instruments
including interest rate swaps, intcrest rate cap and foor contracts, foreign exchange futures contracts on
organized forward markets, currency swaps and currency options. All such instruments are entered into for
hedging purposes.

Income and costs resulting from the use of these instruments are recorded in the consolidated
statement of income on a symmetrical basis with the underlying transaction being hedged:

- Differences between interest recejvable and interest payable on swaps, caps and floor contracts
designated as hedges, as well as premiums paid for these operaticns or discounts, are recorded in
the consolidated statement of income over the life of the contract as an adjusiment to interest
experse;

» Initial differences between the negotiated term rate and the fixing rate for the day on forward
exchange contracts and currency swaps designated as hedging opcrations are recorded in income
over the life of the contract as an adjusiment to interest expense. Subscquent gains and losses
generaled on these contracts due to fuctuations in exchange rates are recorded as cxchange rate
corrections resulting from the item hedged;

+ Gains and losses arising on contracts designated as hedges of identifiable firm commitments or
identifiable futurc transactions are deferred and taken into account in the valuation of the
ransaction at maturity.

Certain operations which respect France Telecom’s hedging policy have not been accounted as
hedging operations. Such operations are evaluated as follows:

» For operations on organized markets, margin calls are recorded directly in the statement of income.

+ Net unrealized losses, calculated on instruments negotiated over the counter, are fully provided for.

= Unrealized gains on instruments negotiated over the counter are recorded upon unwinding of the
position.

Pension plan for French civil servants

Civil scrvants employed by France Telecom arc cligible 10 reccive retirement benefits from the civil
servant and military personne] defined benelit ponsion plan, which is administered by the French State.

The “France Telecom Law” (FT law) (French law n® 96-660 of July 26, 1996) staics that France
Telecom’s obligation is limited to a defined annual contribution. As a result, France Tclecom hes no

additional liability either for shortfalls that might arise in the pension plan for its civil servant employees,
or for plans of other civil servants.

pe— P I, .
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Early retirement plan for French civil servants

In accordance with the “FT law”, France Telecom has introduced an early rctirement plan for civi)
scrvants and other cmployees, The plan provides that until December 31, 2006, civil servants and other
employees working for France Telecom who attain the age of 55 with 25 years service, may elect for early
retirement. Between early retirement age of 55 and normal retirement age of 60, participants will receive
70% of their salary. In addition, participants receive a Jump sum indemnity, which amounts to one year of
early retirement salary if they elect early retirement at the age of 35, and which declines progressively to
zero as the age which they elect approaches normal retirement age.

A provision corresponding to an actuarial measurement of the liability under this plan has been
recorded (Note 18). Actuarial assurnptions are monitored and modified based upon experienec.

Changes in actuarial assumptions are accounted for from the anniversary of the plan, in the
consolidated statement of income in the year of change, and on a pro rata basis over future service periods
until the end of the plan as personnel opt for carly tetirement.

Retirement indemnities and other pension plans

In France, legislation requires that lump sum retirement indemnitics be paid to non-civil servant
employees based upon their years of scrvice and compensation at retirement. The actuarial cost of this
unfunded obligation is ¢harged annually to income over the employees’ scrvice Jives. The effect of changes
in assumptions is accounted for in the consolidated statement of income over the average reraining service
life of employees.

British subsidiaries of Orange S.A. and Equant have, for eligible employees, defined contribution
pension schemes and unapproved funded retirement benefit schemes. Contributions to both types of plans
arc cxpensed as incurred.

Post-retirement henefits other than pensions

France Telecom has commitments to provide certain additional post-retirement benchits such as
telephone cquipment, credit card fees and various other benefits to retirces.

France Telecom recognizes the expected actuarial cost of these post-retirement benefits in the
consolidated staternent of income over the service lives of the cligible employees.

The cffect of changes in actuanial assumptions is accounted for in the consolidated statement of
income over the average remaining secvice lives of cmployees.

Stock subscription plans

Shares of subsidiaries issued upon exercise of subscription options granted to employees are reflected
as a share capltal increase, based on the cxercise price of the options, creating a diluvion result for France
Telecom,

With regerd to purchase options, 8 provision is tecorded in the books of the subsidiary to the extent
that the acquisition cest of the shares purchased to servioe the exercised options is higher than the exercise
price of the options,

Social charges assumed ia conncction with the share option plan are provided for when it is probable
that the options will be cxereised.

Use of estimates

France Telecom’s reported financial condition and results of operations are sensitive to accounting
methods, assumptions, cstimates and judgments that underlie the preparation of the financial statements.
France Telecom bascs its estimates on its past experience and on varioug other assumptions deemed
reasonable, the results of which form the basis for making judgments about the camrying values of assets
and Babilities. Duc to different ussumptions and situations, the actual results may differ significantly from
these estimates,

The positions taken by France Telecom in application of these accounting principles, the cstimates
made by management and the sensitivity of the reporied results to circumstances and assumptions used by
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managenient are factors to be taken into consideration when reading the financial statements of France
Telecom.

The preparation of financial statements in conformity with gencrally accepted accounting principles
requires management to make estimates and assumptions which affect the amounts reported in the
financial staiements and accompanying notes, notably with regard to provision for risks, deferred tux asgets,
goodwill and investment securities.

3. MAIN ACQUISITIONS AND DIVESTITURES OF COMPANIES

SIX MONTHS ENDED JUNE 30, 2002
Main acquisitions
TP Group

Following the nomination by the France Telecom/Kulczyk Holding consortium, at the ordinary
shareholders’ meeting in Aprl 2002, of the majority of the members of the Supervisory Board of TP SA,
which demonstrates contro] of the Polish operator, TP Group (TP SA and its subsidiaries) has been fully
consolidated in the France Tclecom financial statements from April 1, 2002. Until this date, TP Group
was accounted for using the equity method.

Orange SA: Exercise of the put option held by E.On Group.

In accordance with the put and csll options contract dated November 2000 and amended in January
2002 (Note 28), the E.On Group exercised on June 5, 2002, its put option to sell to France Telecom
102.7 million shares in Orange S.A. In conformity with the amended terms of the option contract of
January 2002, France Telecom acquired these shares on June 12, 2002 for an amount of € 950 million or
€ 9.25 per share. These shares had been attributed 1o E.On Group as partial payment for the disposal of its
intercst in Orange Communications SA. (Switzerland) to Orange S.A.

The goodwil] arising on this additional investment amounts to € 397 million and is amortized over
20 years.
Vain divestitures

TPS (Teélévision Par Satellite)

In accordance with the agreement signed in December 2001 with TFL, TPS was sold on May 6, 2002,
for € 128.7 million, The result on disposal was € 177 million (€ 177 million net of relaled taxcs) taking
into account the effects of previously recorded results.

YEAR ENDED DECEMBER 31, 2001
Main acquisitions
Equant

Following the extraordinary general meeting of Equant on June 27, 200}, and in accordance with the
agreement concluded in November 2000, France Telecom performed the following transactions on
June 29, 2001:

* Acquisition of 67,950,000 Equant common shares [rom the SITA Foundation in exchange [or
France Telecom shares at a ratio of 2.2 Bquant shares per France Telecom share, resulting
consideration of € 1,739 million bascd on the share price at Junc 29, 2001 of € 56.3 per share.

Investment of USS1 billion (€ 1,179 million) through subscription for 10 million newly issued
Equant convertible prefercnce shares; cach preference share has the same voting rights as one
Bquant common share and will automatically convert into onc new Equant commen share five years
after the date of subscription; and

+ Conrtribution to Bquant in exchangc for 80,617,348 newly issucd Equant common shares, of 100%
of the share capital of Global Onc Communiecations World Holding B.V. and Global One
Communications Holding B.V.. with France Tclecom retaining certain activities previously
performed by Globsl Onc. This contribution was valucd on the basis of discounted future cash flows
at USS$5,168 million (€ 6,094 million), including contributed cash amounting to US$300 million.
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As a result of these transactions, France Telecom owned, at June 29, 2001, 54.27% of the combined
company Equant.

Under the terms of the agreement, within a two-year period, France Telecom is to pay back to
Equant:

* 50% of costs related to the preservation of employment or the cancellation of employment contracts
for certain employees of the newly combined company Equant

+ Restructuring and integration costs other than those relating to cmployees, up to 2 maximum of
US$ 210 millien,

Om the basis of these elements, the purchase accounting for Equant at historical rate is as follows:

(in millions of curos)

Contribution of Global One .......ooveiiu i i 6,094
Proceeds from subscription of the 10 million Equant preference shares,
PRI 1D CAS L Lot e e 1,179
7,273
Minority interests, corresponding to Equant sharcholders.............c.ovnienns, x45.73% 3,326
Acquisition of Equant common shares from the SITA Foundation ................ 1,739
Restructuring, integration and associated acquisition costs....... ..o oL _369
Preliminary acquisition cost. ... ... i 5434
Fair value of net assets acquired ... _634
Preliminary goodwill . .. ... .. o i e ﬁvi_‘{?

Preliminary goodwill in eures is amortized [rom July 1, 2001, over periods of up to 20 years, and
amounts to € 4,800 million (US$ 4,07 million). The acquisition and restructuring costs associated with
the acquisition were depreciated as exceptional amortization in the second half of 2001 {Note 4).

TP S84

Under 2 new agreement signed on September 5, 2001 bewween the Polish government and the
consortium led by France Telecom, France Telecom and Kulezyk Holding, its partner in the consortium,
increased their share in TP SA by 8.93% and 3.57% respectively for a total of PLN 3,656 million
(€ 950 million) of which PLN 2,612 million (€ 679 million) was paid by France Telecom, Following this
operation, the consortium holds 47.5% of TP SA, of which 33.93% is held by France Telecom. The
consortium holds a call option for a supplementary investment of 2.5% plus one additional share.
Moreover, put and call options have been agreed between Kulezyk Holding and France Telecom relating
to the participation of Kulezyk Holding in TP SA (Notc 28).

The preliminary goodwill relating 1o this complementary investment amounts to € 262 million at
June 30, 2002. (€ 213 million at Deccmber 31, 2001) and is amortized over 20 years from October 1,
2001. The investment in TP SA was accounted for under the equity method from October 1, 2001 to
April 1, 2002 after which date it has been fully consolidated (see above “Six Months Ended June 30,
2002").

Freeserve

In December 2000, Wanadoo SA made an offcr for the entirc share capital of Freeserve, the main
Internet services provider in the United Kingdom. The offer was carricd out in March 2001 on the basis of
a panty of 0.225 new Wanadoo shares for each Freeserve share. The number of shares issued amounts to
230,069,681, resulting in a purchase price of € 2,078 million.

The resultant goodwill for this operation amounts 1 € 1,886 million and is amortized over a 20-ycar
period from March 1, 2001 (Note 4),

Indice Multimedia

On December 18, 2000, Wanadoo agrecd to acquire the entire share capital of Tndice Multimedia, the
second largest directory operator in Spuin. At the general meeting on March 22, 2001 and in accordance
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with the agreement, Wanadoo acquired 86.71% of the capital of Indice Multimedia by issue of

20,325,444 shares and a cash payment of € §0.5 million, representing an acquisition ¢ost of € 190 million.
The remainder of the capital will be acquired through opuons granted both to employees, in cash when the
option is exercised, and also 1o certain shareholders, in cash and in Wanadoo chares at exercise.

The acquisition of Indice Multimedia gave rise 1o goodwill of €318 million being amortized over 2
20-year period from April 1. 2001 (Note 4).

Wind

On October 11, 2000, France Telecom and Encl reached an agreement relating to the acquisition of
Infostrada by Enel and its commitment t¢ merge Wind and Infostrada.

Under this agreement, and fcllowing an extraordinary general meeting on July 30, 2001 which
approved a capital increase reserved for Enel 2s a consideration for the contribution of Infostrada, France
Telecom’s conrrolling interest was reduced from 43.4% 10 26.58% in the new entity. The effect of this
operation is a dilution gain of € 934 million. The legal merger of Wind and Infostrada took place on
January 1, 2002.

Moreover, under this agreement, France Telecom and Enel agreed to make a public offering of 25%
of Wind, subject to market conditions. The agreement includes put and call options over Wind shares with
Enel, in favor of France Telecom (Note 28).

Orange SA IPO

In February 200], France Telecom sold 636 million existing shares of Orange SA representing 13.24%
of the total number of existing shares and voting rights in Orange SA, through a public offer to private
and institutional investors as well as employees. The net procceds from these offers amounted to € 6.1
billion.

Since February 13, 2001, Orange SA shares have been listed on the Premier Marché of Euronext
Paris SA and on the London Stock Exchange. This operation has no material impact on consolidated
income before tax at December 31, 2001, as & provision of € 1,773 million to cover the expected loss was
recorded in the financial statements at December 31, 2000.

Following this offering and the transfer to E.On of 102.7 million sharcs of Orange SA as a
consideration for 42.5% of Orange Communications SA (Switzerlund), acquired in November 2000,
France Telecom owncd 84.4% of Orange SA. At June 30, 2002 following the transaction disclosed in
Note 28, France Telecom owns 86.29% of Orange SA.

Main acquisitions and divestments of non consolidated investments, sce Note 8.
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4  GOODWILL IN CONSOLIDATED INVESTMENTS

Main goodwill arising from fully or proportionately consolidated investments is as follows:

Tune 30, 2002 Doy 2"
Accumulated Net Not
Caost(1) amortization book value book value
(in millicns of euros)
Orange
Orange PCS ... e e 21,925 (2,014) 19,911 21,870
Orange Communications SA (Switzerland) ............ 2,584 (218) 2,366 2,401
Orange SA .. o e 397 _ 397 -
Other Orange .........cociiiii i i 564 (355) 209 219
Equant
Bguamt . e e 4,081 (651) 3,430 4,073
Ex-Global One ... i e 2,072 (212) 1,860 2,166
Other Equant .. o.vuui ittt iiiiiicancannanenns 76 (35) 4) 51
‘Wanadoo
Freeserve . ... e 1,854 (124) 1,730 1,898
Indice Multimedia ............ . cooiieiiiie 348 (21) 327 i
Wanadoo Espafia «........cvviiiii i 326 (114) 212 247
Pages JaumEs. . ... e e 319 (64) 255 263
Other Wanadoo ..ot e e 308 (150) 158 189
TP Group ... e 2413 (475) 1,938 —_—
Other .. e e e s _1,709 _(502) _1,207 1,275
TOtAl L.\t 38976  (4,935) 34,041 34,963

(1) Goodwill denominated in forcign currency is transiated at the closing rate.

France Telccom estimstes the value of Orange PCS and Orange Communications SA, at the Jevel of
the scgment resulting from the regrouping of Orange pic and the mobile aciivitics farmerly held by France

Telecom.

Due to the integration of Global Onc within Equant, France Telecom asscsses their value in use on a

joint basis, taking into account their strategic value for the group.

The value in use of Freeserve and Wanadoo Espafia as well as Pages Jaunes and Indice Multimedia
takes into account their strategic value within Wanadoo's Internet and dircctories businesses respectively.

Movements in net book value of goodwill is as follows:

{in millisns of euroy)

Opening balanee ... i e e e

+ Acquisitions
» Divestitures
* Change in method of consolidation

- Exceptional amortization
» Translation adjugtment
» Reclassification

Closing balance
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............

June 30,

December 31,
2002 2001
34,963 36,049
452 8,027
1 (6,489)
2,529 —
(1.398) (2,195)
— (560)
(2.462) 296
) _(65)
34,041 34,963




The effects of the main acquisitions are set out in Note 3. In the first six months of 2002, acquisitions

notably include the € 397 million rclated o the put option exerciscd by E.On of its sharcs in Orange Sa
(Notc 3).

At December 31, 2001, divestments related to the decrease in goodwill gencrated by the IPO of
Orange and Global One's contribylion to Equant.

The heading “changes in method of consolidation™ relates to the full consolidation of TP Group from
April [, 2002 (Note 3).

The principal amontization charges to goodwill from fully or proportionally consolidated companies
can be analyzed as follows:

PE?uO:e eazgzed Sm ::,dﬁ_
2002 2001 2001
(in millions of euros)
Orange PCS L. i e (573) (688) (1,157)
Equant(l) .o i i e (253) (109) (365)
Other . ..ot i, e (572) (359) (673)
Total(2) oo e e e e (1,398) g__g) (2,195)

(1) At December 31, 2001, Equant (for the period from July | lo December 31) and Global One (12 months)
(2) Does not include exceplional amortization

Exceptional goodwill amortization in 2001 relatcs to Ananova and Wildfire (€ 211 million) and to the
restructuring and other related costs for the new Equant/Global One entity (€ 349 million) included in the
acquisition cost,

Translation adjustments result mainly from the recording in foreign currency of goodwill relating to
non-euro zone companies. The exchange rate adjustments recorded during the first six months of 2002 are
primarily due to the impact of the evolution of the British pound and the US dollar against the euro.

5. OTHER INTANGIBLE ASSETS

December 31,
June 30, 2002 2001

Accumulated Net Net
Cost depreeistion book vulue book valuc

(in millions of euros)

Telecommunications lieenses ............oiiiiennn., 9,829 (519) 9,310 9,304
Patents and rights of use. ....oooviiviiiinininnnnn.. 1,347 (494) 853 782
Trademarks . .. .ot e 4,908 (80) 4828 4,965
Market sharc ... ... i e 3,852 — 3,852 2,688
Other intangible assets .........ooviiiniieen ... __Bag _(a12) _ 436 __450
Total . 20,784 (1,505) 19,279 18,189
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Movements in the net book value of other intangible assets are as follows:

June 30, December 3],

2002 2001

{1 millions of curos)

Opening balance ... ... it e e 18,189 16,289
+ Acquisitions of intangible 35615, ... ..ot i e e 174 1,169
» Effects of acquisitions and divestitures ........... . .cviiriir i, 2,379 716
B B T34 oY1 4) (3n
+ Amortization and Provisions .. ... .. viiii i e (172) (382)
« Reclassification......vvve it i e e e i 53 76
* Translation adjustment .. ... .. oot et 1,340y __ 352
Closing BAlANCE .+ttt e e 19,279 18,189

“Telecommunications Licenses™ at June 30, 2002 relates primarily to opersting licenses of UMTS and
GSM mobile networks, in the United Kingdom (€ 7.0 billion), in France (€ 619 million), in Poland
(€ 497 million) and in the Netherlands (€ 436 million).

“Patents and rights of use” relates mainly to patents and cable usage rights.
“Trademarks” relates mainly to the Oragge trademark for an amount of € 4,341 million.

“Market share’ relates mainly to Orange in the United Kinpdom and TP Group in Poland for an
amount of € 1,840 million and € 1,343 million respectively.

In 2002, the “effect of acquisitions and divestitures” relates mainly to the first full consolidation of
TP Group for an amount of € 2,377 million.

The translation adjustment for the first six months of 2002, relates majnly to the impact of the
evolution of the British pound on British intangible assets.

6. PROPERTY, PLANT AND EQUIPMENT

Deccmber 31,
June 38, 2002 2001
Accumulsted Net Net
Cost depreciation haok value book waiue

(in millions of eures)
Land and buildings ........ ... coiiiiiiiiiiinnn 11,998 (5,638) 6,360 6.301
Swilching and transmission equipment ............. ... 27,098 (18,921) 8,177 7,254
Cables and public infrastructure ..........ovaeln.. 24,011 (13,229) 10,782 8,461
Other network equipmEnt . ......cvnvvneinreneeennns 10,785 (4,426) 6,359 5,365
Computer and terminal equipment .......... ... ... 8,487 (5,204) 3,283 3,138
[ 27T 4,561 (2,394) 2,167 1,209
Total .o e 86,940 (49,812) 37,128 31,728

e e . —————
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Changes in the net bock value of property, plant and equipment are as follows:

June 30, December 3],
2002 2001

{in milliens of evros)

Opening balance .. ... i e e 31,728 34,623
+ Acquisitions of plant, property and equipment . ..., e, 3,193 7,811
= Effect of acquisitions and divestitures . .......ocvvit i 7,292 (1,605)
o Sale of Teal BSTATE .. . . vttt e 4] (1,963)
« Other retirement and sales .. ... . i i e (89) (28¢)
o Depreciation EX NS . .. ..o e e i (3.418) (6,613)
o Reclassification. . . ..o i e e e (158) (428)
» Tranglation adjustment ............. i (1461  _ 189
Closing balance . .......iii i i 37,128 .3=1,_'_I£

In November 200], France Telecom concluded a binding reciprocal agreement with a consortium of
real cstate investors to scll 431 office and mixed technical buildings, whereby the parties committed to sign
notarial deeds by September 30, 2002.

The gain on disposal, net of costs, amounted to € 705 million, and in 2001 was recorded in non-
operating results. At the same time France Telecom committed to re-lease through 6-9 year leases these
buildings except for certain asscts to be vacated in the short-term (Note 28).

At the end of June 2002, notarial deeds had been signed relating to the sale of 369 buildings
representing 89.0% of the total sales price of the operation. In addition, 8 buildings with a net book value
and a disposal price of €41 million and € 20 million respectively as at December 31, 2001 were removed
from the sale. The remaining notarial deeds still outstanding are expected to be signed by September 20,
2002 as and when administrative formalities permit.

Of the result on disposal of the 431 buildings, recorded in “Other receivables” at the end of 2001 for
€ 2.7 billion, € 2.4 billion has been cashed as ar June 30, 2002 and € 99 million has been cashed in
July 2002.

In the first six months of 2002, the cffcct of acquisitions and divestitures mainly relates to the first full
consolidation of TP Group for an amount of approximately € 7.3 billion.

At December 31, 2001, the effect of acquisitions and divestitures rclates mainly to:
(i) the Arst consolidation of Equant NV, fer € 699 million,
(ii) the equity accounting of Nortel/Telecom Argentina, for € 2.7 billion,
(iii) the change in the percentage of proportional consolidation of ECMS, for € 156 million,
(iv) the first consolidation of Mauritius Telecom for € 120 million.

The translation adjustment in the first gix months of 2002, reJates mainly to the impact of the
cvalution of the Zloty, the Brirish pound and 1he US dollar compared to the euro.
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7. INVESTMENTS ACCOUNTED FOR USING THE EQUITY METHOD

The carrying values of France Telecom's investments in affiliates are as follows:

% control at At At
Juno 30, June 30, 31 December,

Company(1) Principal activitles 2002 2002 2001

{in millions of euros)

MobilCom . ... vvvi i Telephony operator 28.3 0 0
in Germany

TPSA(2) .o Telephony operator - - 4,552
in Poland

Wind Infostrada ....................... Telephony opcrator 26.6 3,225 3,349
in Ialy

BITCO/TA Orange Company Ltd(3)..... Mobile telephony 49.0 389 460
operator in
Thailand

Radianz(4) ............. ... . ... ..... Financial 49,0 251 301
information
provider

PTR(2) e e i e Mobile telephony — —_ 164
operator in Poland

Eutelsat(5) ......oovveviii it Sazellitc 24.0 323 -
organization

Telévision Par Satellite (TPS)(6) ........ Satellite television — - (67)
packages

Nortel/Telecom Argentina. .............. See below — -

Other Companies ........covevinniinn, — S0 153

Total. . oo 4,278 8,912

|
II

(1) Related of] balance sheet commitmenss are set out in Note 23,

{2) The Polish entities TP SA and PTK were equity accounted up to March 31, 2002, and were fully consolidated from Apri 1,
2002 (Note 3).

(3) Demerger of the entity BITCO in 2002, and creation of u subsidiary TA Orange Company Lid. (99.8% owned by BITCO).
equity accounted from January [, 2002.

(4) Subsidiary of Equant.

() Eutelsat is cquity accoumed from Junuary [, 2002.

(6) Divestiture of investment during the st six months of 2002 (Note 3).

Wind Infostrade

In light of adverse conditions, France Telecom has reconsidered its decision to divest its 26.6% stake
in Wind, and has decided to retain it as 2 long-term investment. Conscquently France Telecom has, in
conformity with applicable accounting rules, reassessed the value in use of its investment based on recent
projectons preparcd by Wind. These projections are currently subject to further review and discussions
between the management of Wind as part of Wind’s anpual business plan proccss. The value in use
determined by a cash flow approach is at least equal lo the book value of Wind at June 30, 2002.

Telecom Argentina

The Argentinian political and economic crisis of December 21, 2001 has lead Telecom Argentina to
designate advisory banks in charge of setting up propositions for management of its debt. The debt of
Telecom Argentina is mainly denominated in US dollarg, whereas its revenues arc denominated in
Argentinian pesos, which have suffered from a 260% devaluation compared te the dollar.

During the first six months of 2002, Telecom Argentina has stopped making payments linked 10 the
servicing of its borrowings. In addition, the State has relaxed the liquidation laws, facilitating the proccss
whereby crediters take cantrol of the company. [n this context, France Telccom considers that the process
will lead to a magsive dilution of its interests in Telecom Argentina. France Telecom has retained
representatives on the board of directors of the company with 2 vicw 1o opening negotiations between the
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company and its creditors in the best possible conditions. France Telecom thereby considers that the
Argentinian crigis has had the effect of reducing its control to a level not exceeding significant influence.

Telecom Argentina has been equity accounted for since December 21, 2001, and its value under
equity sccounting has been reduced to zero. France Telecom neither intends nor is obliged to increase its
commitments in Argentina, and therefore has not vecorded its sharc of the first six months’ result of 2002.

MobilCom

In 2001, a reexamination of the prospects of the German mobile telephane market with the presence
of two dominant opcrators and four new entrants led France Telecom in its December 31, 2001 financial
statements to:

« Fully amortize the goodwill by an amcunt of € 2,509 million, the charge being recorded as
cxcoptional amortization,

» Depreciate the remaining value of its investment, to the amount of € 839 million, the charge being j
recorded in non-operating results. '

» Prudently provide against various assets for an amount of € $54 million (including principally
France Telecom’s current account with MobilCom).

The evolution of France Telecom's relationship with MobilCom since the 2001 financial close, and the
accounting impacts on the six month financial statements are described in Note 28.

Changes in investments in affiliates are as follows:

At t
Jupe 30, December 31,
002 20

(in millions of curos)
Opening balances ... ... v.ouii it e 3,912 10,506
» Investments made in affiliates including capital increases ................... 3 1,208
+ Contribution of Infostradain Wind .. ... ... ... ..o i, v — 934
+ Effect of transfer 10 investment secunities ... .. o.cvvviiiniiinineiiaas — (786)
+ Depreciation of the equity accounting value of MobilCom ..... ...t —_ (839)
« Effect of acquisitions, divestitures and reclassification...........oooovivnn..s (4.232) 1,32 !
+ Equity in nct income/(loss) of affiliates..........o.oii i (163) (890) ;
« Amortization of ooAWill, ..ttt e (68) (336)
» Exceptional amortization of goodwill. .....ooiiiie i — (2,697) ‘
« Dividends received . . ... o e e, N 49 |
« Translation adjustment(l) ... i iiniii i _(13) 4y ':
CloS R BaAlARCE ittt e e e ey iﬁ =__8=,'9=1__g ‘

(1) Of which € (121) mjllion relates 10 the full consolidution of TP SA {ror April 1, 2002.

Al June 30, 2002, the cflect of acquisitions and divestitures relatcs mainly to: (i) the Polish entities 3
TP SA for € (4,404) million and PTK for € (147) million, equity accounted for up to March 3, 2002 and !
fully consolidated from Apri] 1, 2002, (ii) the entry of Eutelsat for € 254 million, (iii) the exir of TPS for
€ 67 millien following the divestiture of this investment (Note 3).

At December 31, 2001, coraplementary investments relate mainly to TP SA as set out in Note 3. The i
cflect of acquisitions and divestitures shows mainly (i) the revaluation of € 620 million in the cquity
accounted value prior to the complementary investment in Wind in July 2001 on the fair value basis at
that date, (ii) the entry of the Radianz shares held by Equam, for € 342 million and (iii) the equity
accounting of Nortel/Telecom Argentina.
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Following these different transactions, the net book value at June 30, 2002 of the principal goodwill is
as follows:

June 30, December 1),

2002 2001
(in millions of eutos)
T S AL o e e — 2,574
1T 844 867
BITCO/TA Orange Company Ltd ........... .ot iiiiea, 316 EK)!
RAGIANZ o e e 133 155
MobilCom L. 0 0
Nortel/Telecom AIgenting . ......ouveitiian it ira e, 0 —
L0 T o 2
5 0 N 1,310 3,956

(1) The telephony operator in Poland, cquity accounted to March 31, 2002, is fully consolidsted from April 1. 2002 (Note 3).

The equity in net income/ (loss) of affiliates is presented as follows:

At Juns 30, At

— December 31,
2002 2001 2001

(in millions of suros)

TP AL it e 6 87 €5

BUtelsat(2) ot e e e 60 —_ —

It ig(3) i e e e - (32) (45)

BITCO/TA Orange Company Ltd .. ..., (51) (10) (58)

MobilCom . o e —_ (99) (178) ‘
RV (154) (207) (358) .
Nortel/Telecom Argentina ..o vyt iee e iaainneees — (0 (178)

Other companies ... vttt e _(24) _(30) (138)

Equity in net income/(loss) of affiliates ............ ... ...t (163) __Q.ﬁ) ﬂ)

(1) Equity accounted for the brst three months of 2002, then consolidated in foil from Apnil 1, 2002.
(2) Eutelsat is equity accounted {rom January 1, 2002.
(3) The cquily accounting value of Intelig has been reduced 10 zero at December 31, 2001,

| —— e e bt b
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8. OTHER INVESTMENT SECURITIES AND RELATED RECEIVABLES

France Telecom’s main investment sccuritics are as follows:

Detembor 31,
2003

June 30, 2002
Net Net
[nterest Cost Provision book volue book value

(in millions of evros)

Bull SA ... . i e 16.9 438 (438) —_ -
Bull SA other instruments. ...l — 33 (33) — —
Panmafon ... e e s 11.0 35 — 38 35
Sprint PCS ..o e e 5.7 306 (L) 308 306
Quoted COMPAMIES .............ovvenrnnnnn.., 812 (472) 340 341
NTL() e e e i 6912  (6,806) 106 1,369
Shares, preference shares and

convertible motes ... ... iiiiei i i 18.3

FTICT .o e 362 462 462 464
Satellite organizations{2) ..........cc.oviiann., —_ 90 (3) 37 335
Optimus. . oo e 20.2 142 - 142 122
Conneet AUSEIHA .. ..o vutere e 17.5 105 —_ 105 112
Other €ompanies. ... .cv.evriievinenneenenn, 946 (468) 478 497
Non quoted companies ..........oovvveiin. 8,657 (7,27 1,380 2,899
Total ... 9469  (7,749) 1,720 3,240

{1) 1n 2001, NTL shares were quoted.

(2) In 2001, Inmarsat. Intelsat snd Eutelsat. At June 30, 2002, Inmarsat and Intelsat only, Butelsut being secounted for under the
equity method from Janvary 1, 2002 (Note 7).

Investment in NTL

With the aim of reducing its borrowings, at the beginning of 2002, NTL began to look for a new
strategic shareholder and commenced a process of financial restructuring.

After the Board meeting on the 2001 financial statements, the strategic investors with whom NTL
was in negotiation withdrew and on May 8, 2002, NTL submitted to the US Chapter 11 Tribunal a
restructuring plan (the “Plan"), which obtained the preliminary approval of a non official committee of
NTL’s principal classes of bondholders including France Telecom. The definitive approval of the Plan by
the ¢redilars and the Tribunal occurred on September 5, 2002. The Plan proposcs the conversion of bonds
into newly issued share capital, which will reduce the borrowings of NTL from USS 16.1 billion to
USS 5.5 billion, the split of NTL into two groups of companies, “New NTL" which will include the UK
and Irish operations and “Euroco” which will include the Continental European network with the
exception of the 27% interest in NOOS, the French cable operator.

In accordance with this plan, Francc Telecom will cancel all of its shares and recejvables from NTL
and in exchange will receive 8-ycar maturity warrants giving access to 12.1% of the share capital of “New
NTL" before dilution. Furthermore, France Telecom will have the right to subscribe to an increase in the
reserved capital of “New NTL" on the basis of an enterprise valuc of US$ 10.5 billion, representing an
investment of US$ 260 million and will simuliancously receive additional warrants. In this transaction,
France Tclecom would have the right 1o acquire 5.2% of the share capital of “New NTL" before dilution,
as well as additional related warrants representing 5.2% of the share capital before dilution.

In addition, at the end of the restructuring France Telecom should recover the 27% of the share
capital of NOOS which was transferred to NTL in 2001,
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The cxchange of France Telecom’s shases and receivebles in NTL for warrants in “New NTL” will
give rise at the same time as the issuance of these warrants during the sccond six months of 2002 to:

» The removal of shares and receivables as well as related allowances, and
» The recording of the warrants at their market spot rate when they are issued.

At June 30, 2002, France Telecom used an estimated market spot rarc of € 143 million. Therefore,
during the first six months of 2002, France Telecom has booked:

* An additional provision against investments held in the balance sheet for an amount of
€ 1,263 million, and

+ A provision of € 400 million relating 10 call options held by financial institutions on preferred shares
which had been bought by France Telecom on July 12, 2002, for US$1.] billion. This commitment
had already been provided for an amount in 2001 of € 811 million (Notes 19, 2¢ and 30).

representing a total of € 1,663 million to enable its investment in NTL to be brought to a net book value
of € 143 million, which have also been provided for.

Thesc elements have been recorded in other non-operating income (c¢xpense) (Note 25).

France Telecom estimates that given the prospects for development of “New NTL" the spot value of
the warrants does not reflect the patential value of these instruments.

France Telecom does not intend to increasce its ownership of the shared capital of “New NTL” but
rather 1o scll the warrants as soon a¢ they reach a sufficient price.

Divestments in 2001
Exit from STMicroelectronics

In December 2001, STMicroelectronics Holding 11 BV (STH II) the holding company through
which France Telecom, Areva, and Finmeceanica held together an investment of 43.4% of the capital of
STMicroclectronics NV (STM) made a private placement of 69 million STM shares, of which 39 million
on behalf of France Telecom and 30 million for Finmeccanica. Following this placcment and as pert of the
new agreement with Arcva, France Telccom reduced from 49% to 36.2% its holding in FT1Cl, the
company holding indirectly 50% of the capital of STH 1. This operation generated a gain before tax of
€ 1.068 million.

Simultaneous to the placement of STM sharcs by STH II, France Telecom issued notes convertible
into STM shares for a nomina) value of € 1.5 billion (Ncte 13). These notes are exchangeable from
January 2, 2004 into 30 million existing STM sharcs, subject to subsequent revision of the cxchange parity.
The STM sharcs underlying the notes issued have been placed under escrow by STH II and will be
transferred to Franee Tclecom through the exercise of the call options issued by STH II. As part of the
agreement with Areva, France Telecom has committed to reduce its share in FTICI through and in
proportion to thc number of STM shares which are transferced to holders of the exchangeable notes.

Under the shareholder agreement with Areva and Finmeccanica, France Telecom had committed to
retaining the balance of its indirect share in STM untl} the end of June 2002, from which dawe France
Telecom is entitled to disposc of it within the limits and conditions set out in the shareholder agreement.

On July 29, 2002, France Telecom issued notes convertible into ils remaining shares in STM for a
value of € 442 million (Note 30). Following this transaction, France Telecom holds no further shares in
STM except for those held under escrow by STH 11 in the context of the France Tclecom notes issues.

Sprint FON

As part of a public offering France Telecom sold its share of 9.9% of Sprint FON, the American
tclecommunications aperator, for USS 1,616 millien (€ 1,899 million) on June 4. 2001. The pre-tax gain
on this transaction (net of sxchange) amounts t¢ € 181 million,

Sema Group ple

On February 12, 2001, in accordance with the agreement reached with Schlumberger and Sema
Group ple, France Telecom contributed its investment in Sema group ple to the public offer for an amount
of €931 million. The pre-tax gain on this transaction amounts to € 401 mijllion.
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KPN Orange

In February 2001, France Telecom sold its 50% share in KPN Orange (Belgium) to KPN Mobile for
a net cash payment of € 500 million, including € 102 million for the reimbursement of shor-term
borrowings. KPN Orange being reflected at fair valuc in the purchase price allocation of Orange ple, this
transaction has no effect on the income before tax for the period,

9. TRADE ACCOUNTS RECEIVABLE, LESS ALLOWANCES

Sale of trade receivables

France Telecom is continuing to sell without recourse trade receivables for consumer and business
fixed line telephone contracts in mainland France as part of & securitization program with a Security Fund
(Fonds Commun de Créances (“FCC")) covering existing and future receivables, and requiring France
Telecom to hold “investment grade™ notation or the application of a cash securisation mechanism
validated by the rating agencies. France Telecom remains in charge of the servicing of the transferred
receivables on behall of FCC. France Telecom subscribed for beneficial interests in the FCC, notably
beneficial interests subordinated for risk of non-tecovery of the securitized receivables. Such beneficial
interests are recorded in “Other long-term assets, net”. Consequently, depreciation of such beneficial
interests, is presented as a reduction in “Other long-term assets, net”. Losses on irrccoverable receivables
and movements in the depreciation provision for securitized receivables are presented within operating
expenses.

The impact of these securitization programs is as follows;

At
June 30,  Decomber 31
2002 2001
(in millions of euros)
Net receivables 501, .. i it i i i e e e e 2,127 1,765
T £ T . < T PP 1,573 1,765
— BUSIMESE U OMICTE L L it a ettt et e e a e aenn 554 —
Netinterests in FCC ... .. vt et ae s e 925 51
B &L +1-1 T 1= ¢ OO 669 851
— BUSINESS CUSEOIMETE . . .ottt i ittt iiit e ettt ia i e 256 —
Impact on cash flow (excluding sale costs) ... ot iii i 288 14

10. PREPAID EXPENSES AND OTHER CURRENT ASSETS

At June 30, 2002, the variation of other reccivables and prepaid expenses is due primanly to the
variation in VAT rcceivables and the reimbursement of income tax paid on account.

11. DEFERRED INCOME

Deferred income includes amounts billed in advance for line rental subscriptions, inclusive ielephone
packages, advertising revenuc from telephone directories ag well as invoicing of civil works within the
context of the contribution of cable networks.

P e e— ——
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12. NET BORROWINGS

France Telecom's net borrowings are as follows:
June 30, December 31,

Net borrowings Note 2002 2001

(in miltions of euros)

Exchangeable or convertiblenotes .. ..............coiiiiiniin., 13

— Portion due after one year.. ... ....i it e 7,668 10,750

— Portion due within one year ...........ooiviiiiiiiiiiiii e _d.os2 —
10,750 10,750

Other long-term financial borrowings ......... ... ...l 14

~— Portion dug after one year. ... ... i i e 41,485 41,793

— Portion due withinoneyear ................ il RN _6128 _1,5%

47613 45,389
Draw downs on syndicated lines of eredit by FT S.A.

—for €15 billion(l) .. . vvii i e e 8,150 5,200
~for US SLAbMOn(2) . ..o 1,483 1,550
Bank overdrafis and other short-term borrowings .. .........ooviunnn. 4136 4,615
15 13768 11,365
Gross BOIFOWINGS ... .. .. it e 1_%3__2_ 67,504
Marketable $CUTIHES . ...t e e (148) (1,138)
Cash L e (2,288) (2,943)
Nt BorroWInES(3) ...ttt e e s & 63,423

{1) Short-term (1283 than onc ycer) draw downs by France Telecom S.A. on long-lerm muiticurrency syndicated lines of credit have
been accounted for as short-term borrowings. Tranche A for € 5 billion has a maturity of 2004 after Term Out and Tranche B
foc € 10 billion has o matunty of 2005 (Note 15).

(2) Short-lerm {less than one year) draw downs by France Telecom S.A. on long-term mujticurrency syndicated linss of credit have
been accounted for as short-term borrowings with 2 marunty of 2004 (Note 15).

(3) At December 31, 2001, after taking into accoumt the reccivable from sale of real estate for € 2,689 million (Nate 6), the net
borrowings of Franee Telecom amounted 1o € 60,734 million, Al Juae 30, 2002, after 1sking into account the residual reccivable
{from salc of real estate for € 239 million (Note 6), the net borrowings of France Tclecom amount to € 69,457 million.

At June 30, 2002, the contribution of newly consolidated companics in the first six months of 2002
amounts 10 € 3,677 million. The Polish TP group, [ully consolidated from April 1 2002 contributes
€ 3.690 million to the net borrowings of France Telecom at June 30, 2002.

The weighted average intcrest rate of France Telecom's net borrowings in the first six months of 2002
tepresents 5.25% compared to 5.82% for the year ended December 31, 2001, Moreover, the weighted
average spot rate of long-term borrowings including bank loans and notes amounts at the end of June 2002
10 5.70% compared to 5.29% at the end of 2001,

- e
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13. CONVERTIBLE AND EXCHANGEABLE NOTES

The table below gives details of ourstanding convertible or exchangeable notes issued by France
Telecom SA at June 30, 2002:

Amount Tniercse June 30,  Deccrmber 31,

Origioal Currency isened (1)  Maturity Rate 2002 2001

(%) (in millions of curos)
EUR ... e 3,082 2003 2.500(2) 3.082 3,082
FRE e 13,322 2004 2.000(3) 2,030 2,030
BUR e 623 2004 4.125(4) 623 623
EUR .. e 1,523 2004 1.000(5) 1,523 1,523
BUR ettt 3492 2008 4.000(6) _3.452 3452
Total convertible or exchangeable notes .. ... 10,750 16,750

(1) In millions of currency.

(2) Bond of nominal vajue of €12.7 exchangenble for Orange S.A. shares at a atio of one share per bond, thus a price of €12.7 per
share, 1his ratio could be subject to adjustment.

{3) Boad uof nominal value of € 800 convertible inta France Telecom shases between December 7, 1999 and January |, 2004 ata
1210 of 10 shares per bond, thus 2 price of € 80 per share, this ratio could be subject to adjustment.

(4) Bond of nominal value of € 1,000 cxchangeable for Panafon shares between January 8, 2000 and November 29, 2004. at a ratio
of approximately 70 shares per bend, this ratio could be subject to adjustment,

(S) Bond of nominal vslus of € 1,000 exchangeable for STMicroelectronics shaves at a ratio of 19.6986 shares per bond, thus 3 price
of € 30,765 per share, this ratio could be subject to adjusiment.

(6) Bond of nominyl value of € | 000 exchangesble for France Telecom shares et 2 ratio of 13.8889 sharcs per bond. thus a price of
€ 72 per shure, this ratio could be subject 1o adjustment,

14, OTHER LONG-TERM BORROWINGS

The table below presents an analysis of France Telecom's other leng-term borrowings by type, after
the effects of currency swaps:

June 30,  December 31,
2001

Other long-term borrowings 2002

(in millions of eurvs)

L (3 39,851 38,251

Capital LeBSCS . ..o ot e e 418 73

Bank JOdnS L e 6,626 6,338

Other non-bank loans(1) .........ooviiiiiiii i 78 _1a

Total other long-term borrowings .. ...t 47,613 45,389
Due Within GRE YEAT . ..o oottt £6.128)  (1,5%6)

Other long-term borrowings excluding current portion .................ccou... 4l,=485 4_3L___79_§_

(1) Includes primarily ihe long-term portion of current accounts with agsociates

The table below presents the annual maturities of total long-term borrowings at June 30. 2002,
excluding the short-term portion, after the effect of currency swaps:

June 30, December 31,
2002 2001

(in millions of curos)

W0 YIS oo v n ittt et 9,531 10,070
00 £ | /-3 5,587 5,405
OUT YIS . vt e e e e e 6,163 6,223
Ve YIS e e e 2,927 3,940
SIX ¥ears and abOve . .. oL it e e e 17,277 18,155
Total other long-term financial borrowings due after more than one year ....... 41,485 43,793
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The table below sets out notes by issuer {excluding convertible or exchangeable notes):

June 30, December 31,

Notes(1) 2002 2001

(in mi)lions of curos)

France Telecom SA . it it e e e e 36,214 36,985
L0 100 1) (=S 1,090 1,164
TP S A it i e 2,440 —
OheT ISBULIS . . oo e e e e _10? __102
Totad .o e e 39,851 38,251

(1) Excluding convertible ar exchungeable notes
(2) Fully consolidated from Apsil 1, 2002 (Notc 3).

The table below gives details of other outstanding notes issued by France Telecom SA at June 30,

2002, before consideration of the impact of interest or currency swap agreements:

Amouat Juae 30, December 31,
Original currency issued(1) Maturity Interast Rate 2002 2001
(%) (in millions of euros)
CHF ... i 200 2002 3.250 136 135
FRF(S) .. i e 2,000 2002 9.000 305 305
FRE ... 2,500 2003 7.875 381 381
USD .o 1,000 2003 US Liber 1,003 1138
3 months
+ 1.25(4)
EUR ..o 2,250 2003 Euribor 2,250 2,250
3 months + 1(4)
CHE ... e e 200 2003 3.250 136 135
Iy . e 275,000 2003 JP Libor 2,170 2,384
3 months
+ 0.55(4)
EUR ... ..o 1,400 2003 Buribor 1,400 1,400
3 months
+ 0.375
FRE(5) voivvi e, 1,500 2004 5.750 229 220
EUR ... 3,500 2004 5.750(4) 3,500 3,500
TPy 50,000 2004 1.000(4) 423 434
BUR .. ..., 1,000 2005 6.125 1,000 1,000
EUR ... 2,750 2005 5.000(4) 2,750 2,750
GBP ... 500 2008 7.000 769 822
FRE(S) viiieiiiiin i, 2,000 2005 4.800 305 305
FRF . .o, 1,000 2005 1.000(2) 152 152
CHF ... i, 1,000 2006 4.500(4) 679 674
USD ..o 2,000 2006 7.200(4) 2,005 2,269
FRE . 4,500 2006 6.250 686 686
FRFE .. 300 2000 3.030% 46 46
until 7/08/0)
then indexed
on the TEC10(2)
FRF(5) oo i i 6,000 2007 3.750 9Ls 915
BUR . 3,500 2008 6.750(4) 3.500 3,500
FRE(S) v, 3,000 2008 5.400 457 457

N

Page 30 of 65




» Amauag . June 30, December 3},
Orizinat currency Issued (1) Maturiry Intcrost Raote 2002 2001
(%) (in millions of euros)
L
FRE . i, 500 2008 4 600% 137 137

until 13703/02
then TEC10(3)
less 0.675% :

FRF .., 200 2008 10.165% less 30 30
3 month
PIBOR ’
USD 500 2008 6.000 501 567 '
FRF(5) «ovvenieiiia i, 1,500 2009 TEC 10(3) 229 229
FRF(S) oo, 3,000 2010 $.700 457 457
EUR.....oove e 1,400 2010 6.625 1,400 1,400
USD .. e 3,500 2011 7.750¢4) 3,509 3,971
GBP .o 600 2011 7.500(4) 923 986
GBP ... 450 2020 7.250 693 740
USD oo 2,500 2031 8.500(4) 2,506 2,837
Loans maturing the first six months
of 2002 ... .. i - —_
Currency SWaps ... cvouiianninena ‘ 632 (233)
Total other notes issued by France
Telecom S.A. .........ccoovnnn, 36214 36,985

(1) In millions of currency.

(23 With a redemption premium indexed oa the value of the Company's shares, capped at 100% of the shate value at issue, and
covered by a swap of the same amount, which indexes this debt on PIBOR.

(3) TECIO: variable rale with constant 10-year maturity, determined by the Comité d¢ Normelisation Obligataire.
(4) Noter with coupons subject o revision in case of changes in credit rating.
(5) These loans, injtially denomineted in FRF, have been convertod into eures.

At June 30, 2002, France Telecom SA notes are repayable at due date, and no specific guarantecs
have been given in relation 10 their issue. Moreover the outstanding notes of France Telecom SA at
June 30, 2002 have not been guaranteed. Certain notes may be rcpayable in advance, at the request of the
issucr.

The table below gives details of other outstanding notes issued by Orange ple at Junc 30, 2002, before
congideration of the impact of interest or currency swap agreements:

Amouni Interest June 30, December 31,

Original currency issued Muturity Rate 2002 2001

% (in millions of euros)
Ul o e e 197 2006 8.75 197 224
OB i 197 2008 8.63 304 324
10 153 2 18 2008 8.00 18 21
EUR ..t e 94 2008 7.63 94 94
GBP i e 150 2009 8.88 231 247
US D 263 2009 9.00 263 298
Currency Swaps ..........c i 07 _{44)
Total ... 1,__09_9 ;,;‘é
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The table below gives details of other outstanding notes issued by TP SA at June 30, 2002, befors
consideration of the impact of intcrest ot currency gwap agreements:

Armount Interast June 30,
Original currency Issued Maturity Rate 2002
(%) (in millions
of euros)
L 53 200 2003 7.125 201
EUR e 500 2004 6.125 500
EUR o e e 400 2006 6.625 400
EUR i e e 100 2006 6.688 100
EUR o e e e 475 2007 6.50 475
L) 5 8§00 2008 7.75 802
CUL IOy SWADS. . oottt et e e et e (38
T ¢ 2,440

ﬂ

15. OTHER SHORT-TERM BORROWINGS

The table below presents an analysis of France Telecom’s other short-term borrowings by type, after
the effects of currency swaps:

June 30, December 31,

Other short-term borrowinpe 2002 200/
(in miliions of eurus)

Bank J0ans (1) ..o e e e 10,211 €,973
Short-term notes and commercial paper.. . ... ..o e 1,899 2,369
EM TN i e 439 646
L0 PP 1,056 995
Other Joans . .. o e _ 164 _ 33
8 2 AP 13,769 11,365

(1) Includes €9,633 million of short-term draw downs on long-lerm multi-currency syndicated credit lines as decailed below, of
which €3,150 million and € 1,483 millien have been drawn from the credic tines of € 13 blilion and USS).4 billion respectively.

Interest rates on France Telecom’s short-term borrowings are generally based on French and foreign
(essentially U.S.) money market rates,

The weighted average interest rate on negotiable bills, EMTN and bank loans (after taking into
account the effect of interest rate hedging instruments) amounts to 4.03% at June 30, 2002 compared to
4.38% at December 31, 2001,
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At June 30, 2002, Francc Telecom had the following bilateral and syndicated credit lines:
At June 30, 2002

Amounts
Anounts Equivalents drawp
Originnl in millions in millions in millions
eurrency of eurrency of euros of euros
Bilateral credit lines
Long-term(4) ......oooovvniin.. [ EUR 500 500 197
Long-term(4) ..ot i e e USD 159 159 159
R20:T55 43871 ¢ 1 EUR 150 150 —_
Bank overdrafts . .......... ... ... i e, EUR 150 150 -
FT S.A. syndicated credit lines
Long-term ... e e MC(1) 15,000 15,000 8,150
B3 T 0 <+ N MC(2) 1,400 1,404 1.483
Orange syndicated credit lines
Long-term(d) ... i GBP(3) 1,453 2,236 2,006
Loog-term(d) .. ..o s BEF 14,600 362 137
Long-tetm{4) «.vvvr ittt cni e DEM 218 I 99
TP Group syndicated eredit lines
Long-term(d) . oo e EUR 250 250 137

(1) Multi-currency fscilities, denominated in curo cquivalents, including Tranche A for € $ billion, maturing in 2004 aftcr the Term
Out and Tranche B for € 10 billion, maturing in 2005.

(2) Multi-currency facilities, denominated in US$ equivalents, maturing in 2004
(3) Facility matures in 2005.
(4) At June 30, 2002, the amounts drawn 3gainst these credit lines are classificd in long-term debt.

On February 14, 2002, France Telecom negotiated » € 15 billion syndicated multi-currency credit line
which replaccd the credit line negotiated within the framework of the acquisition of Orange ple.

Whea this € 15 billion syndicated credit line was obtained, France Tclecom committed to maintain
certain financial ratios as follows:

+ The ratio of EBITDA to consolidated tota] interest costs must be greater than or ¢qual to the
{ollowing:

- June 30, 2002: 2.75;

December 31, 2002: 3;
June 30, 2003: 3;
Deceember 31, 2003: 3.25;

June 30, 2004: 3.25;

December 31, 2004: 3.25.
+ The ratio of net debt to EBITDA must be less than or equal to the following:
- June 30, 2002: 5.5;
- December 31, 2002: §;
- June 30. 2003: 4.75;
- December 31, 2003: 4.50;
- Junc 30, 2004; 4.25;
- December 31, 2004: 3.75.
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The ratio calculations are to be made from the consolidated financial statements prepared under
French GAAP and according to the following rules:

» EBITDA is calculated over a periad of 12 months, by using data corrected for acquisition and
disposals that take place within the 12 preceding months;

+ The interest costs are caleulated excluding currency exchange Auctuations;
« The debt taken into account is the consolidated total net debt.

Most financing contracts entered into by France Telecom contain standard clauses concerning events
of default or material adverse change.

The fall in the official credit ratings issued by S&P and Moody's in June 2002, allow the banks to
enforce their rights, which were granted to them in financing the purchasc through Kulezyk Holding of
shares in TP SA (Note 28). France Telecom and Kulczyk have asked the banks to renegotiate these
arrangements. An agreement was reached in August 2002, which removed the conditions related to credit
ratings and established the same financial ratios as for the France Telecom S.A. syndicated line of credit
of € 15 billion.

In addition, the fall in credit ratings led in August 2002 to the anticipated repayment of around
€ 200 million of borrowings, an amount which has therefore been classed as repayable within one year at
June 30, 2002.

16. EXPOSURE TO MARKET RISKS

16.1 Market risk management

In connection with its industrial and commercial activities, France Telecom 1s exposed to various
types of market risks related to the management of the cost of its debt and the value of certain forcign
currency denominaled asscts (foreign invesiment securitics). Based on an analysis of its overal) risk
exposure, primanly due to changes in interest rates and exchange rates, France Telecom uses a varicty of
derivative financial instruments within limits ser by management as to their potential impact on the
statement of income, with the objective being to optimize the cost of inancing.

France Telecom distinguishes between three different types of use of derivative financial instruments:

o Long-term debt interest rate risk management

France Telecom aims to balance its long-term dcbt portfolio between fixed and variable rate
instruments in curos 50 as to minimize the cost of financing, and uses firm and optional interest rate
instruments (swaps, futures, caps and fioors) within limits establishcd by manogement.
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The following table analyzes long-term debt by interest rate, including all exchangeable and
convertible notes and other long-term debt, with the short-term portion, taking into account the effect of
interest rate and currency ratc swap agreements:

June 30, December 31,
2002 2001

(in millions of curos)
Notes and bank loans(1)

Less than 5% ............. D TP 15857 15,377
Between 5 and 706 . ittt e e e e e 15,558 18,717
Between 7% and 9% ... 10,371 6,708
Greater than 090, . . ..ottt e e s 1,036 322
Total fixed rate (Weighted average spot rate: 5.84% at 30/06/02; 5.51% at

KD 2 0 42,822 41,124
Total variable rate (Weighted average spot rate: 5.34% at 30/06/2002; 4.70% at

] 7 41 ) T 15,123 14,942
Total bank loans and notes (Weighted spot rate: 5.70% at June 30, 2002; 5.29%

at December 31, 2001)(2) ... .iuiniiiinie e e e 57,945 56,066

LT3 Y B -7 T 418 73

Total long-term BOrTOWINES . .. ..o oot e 58,363 56,139

|
ll

(1) Longeteem debtincluding convertible and exchangeable notes.

{2) 5.78% alter 1aking into account swaps qualifying ag trading,

The interest rate swaps at June 30, 2002 included in the table above arc as follows:

Swaps to cover loag-tcrm debt Nominal
(in millions of euros)

Swaps paying fixed rate and receiving variable rate. .. ... 7.840
Swaps paying variable rate and receiving fixed rate . ... e 6.965
Swaps paying variable rate and receiving varable rate ... ..ol 614
Swaps of structured issues against variable Tae ... i i 376

Maoreover, interest rate swaps are used to cover a part of France Telecom's future bond issues. At
June 30, 2002, € 300 million of forward fixed tate swaps is available to France Telecom to cover future
notes issued at variable rate.

At Junc 30, 2002, a notional amount of € 3,311 million of swaps respecting France Telecom’s hedging
policy, but not qualifying as hedges for accounting purposes is available 1o France Tclecom.

+ Short-term debt rate risk management

France Telecom manages a treasury position as either lender or borrower depending on cash flows
provided by operating cash flows and maturities of long-term debt.

France Telecom periodically reviews its projected short-term debt position and may use derivative
interest rate instruments (future rate agrecments, short-term swaps, EURIBOR contracts and interest rate
collar agreements) to caver this position against unfavorable changes in interest rates.

At June 30, 2002, France Tclecom SA had denvative inlerest rate instruments covering the short-
term debt interest rates as follows:

(in millions of euros) Notional amount
Short-term swaps allocatzd to short-term notesdssued . ....oov i 514
3 month Euribor contract (Maturity September 2002)(1) ..o oo iiiiii 15,407
Sale of option on 3 month Ewribor contract (Marurity September 2002)(1))............ 500
Interest rate collar (purchase of cap/sale of floor) ... . 1,150

(1) The {vlure sales contracts hedging the futvrs shor-term debn interest raies have not been qualified as hedging instrumenty for
acceunling purposes. The accounting method of thege instruments if deseribed in Note 2.
ot Hhkae e
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s Foreign currency risk management

The activities of France Telecom abroad are carried out by subsidiaries operating essentially in their
own countries. Therefore, the exposure to foreign currency risk on these commercial operations is limited.

France Tclecom primarily hedges the risk related to the issuance of foreign currency notes.

At June 30, 2002, France Telecom SA covered its foreign currency assets by a currency borrowing
position as well as currency options for an amount equivalent of € 300 million.

At June 30, 2002, France Telecom SA was exposed to exchange rate risk through borrowings in
non-hedged currencies to a euro equivalent of € 2,053 million.

In the same way, TP SA has an exchange rate risk for a foreign currency borrowing position, other
than the Zloty, not covered by a euro equivalent amount of around € 1,729 million.

The following table gives, for the off bzlance sheet instruments (currency swaps, foreign exchange
forward contracts and currency options) held by France Telecom group, details on the currencies to be
delivered and to be received:

Other
EUR UsSD JPY GBP PLN currencics (2)

(in milljons of curzency) (1)
Asset leg of currency swaps ...l 1,595 6,627 386,938 600 —_ 26
Liability leg of currency swaps ........... (10,446)  (14) —  (361) (5945) (612)
Currency to be received on forward

CUITENCY COMMTACES. .. .. vtvvrvreenrnnnn 634 2,835 — 1,076 —_ 478
Currency to bc delivered on forward

CUTTENCY COMMFACES . L o ovvvuvne oo nens (5,063) (479) —_ (22) (789) (100)
Currency opHONS. v e e 582 (623) — — — —
TOTAL ... i en (12,698) 8,344 386,938 1,293 (6,734) @)
Converted into enros . .................. (12,698) 8,365 3274 1,990 (1,659) (208)

(1) Positive valves indicate Lhe currencies 1o be received and negative values indicate the currencies 10 be delivered,

{2) In euro equivalent.

16.2  Cash flow risk management

Previously, cash generated by operating activities was the main source of financing for France
Telecom. From 2000, France Tclecom diversified significant]y its sources of financing, using bank financing

and making use of market sources of cash, mainly to finance its program of acquisition of investments and
UMTS licenses.

In the first six months of 2002, beyond the cash flow generated by its operating activities and
securitization of receivables, France Telecom made usc of external sources of short-term financing.

At Junpe 30, 2002, the remaining credit lines available 1o France Telecom SA amounted to
€ 7.15 billion. In July 2002, France Telecom made payments for g total of € 2 hillion (NTL, CCIC and

dividends). Loans maturing in the second half of 2002 are approximately € 2.2 billjon, net of the STM
notes issued in July 2002,

In the gecond half of 2002, 10 the extent that its targets are met, France Telecom should have
available at least € 4 billion of rcsources from its cash flow, salc of non-strategic assets and sales of
receivables planned in the coming monihs.

Given outstanding treasury notes of €0.7 billion, available credit lines a1 the end of the year (net of
short-terin refinancing) should be in the region of € 7 billion.

In these conditions, the maturities of long-tcrm borrowings, which represent approximately
€ 7.5 billjon in the first half of 2003, should be covered by credit lines available in addition to the cash
fiow generated from operations. e _
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Covenants over the € 135 billion syndicated credir line

As indicated in note 15, the availability of the syndicated credit line of € 15 billion is subject to the
respect of financial ratios.

In the conditions set out below, the company considers that they will be respected at ths end of 2002.

16.3  Credit risk management

Financial instraments that potentially subject France Telecom to concentrations of credit risk consist
primarily of cash equivalents, negotiable bills, marketable securitics, trade accounts receivable and financial
instruments used in hedging activities. The nominal amounts, accounting values, and market values of
these financial instruments arc presented in Note 17.

France Telecom does not consider itself exposed to a concentration of credit risk with respect to trade
accounts receivable due to its large and diverse customer base (residential, professional and large business
customers) operating in numerous industries and located in many regions and countries.

France Telecom places its cash equivalents and marketable securities with a number of very highly
raied financial institutions and industdal groups.

France Telecom contracts interest rate and foreign exchange instruments with major high credit
quality financial institutions. France Telecom does not believe that there is a significant risk of
nonperformance by these counterparties since their credit ratings are continually monitored and financial
exposure to any one finaneial institution is limited. For cach financial institution, the maximum loss in the
cvent of nonperformance is determined based on the notional amounts of interest rate and foreign
exchange contracts outstanding to which are applied cocfficients, which take into account the remaining
duration of the opcration and the type of transaction.

Individual limits are established based on thc counterparty’s credit rating and net assets. In addition,
France Tclecom has collateralization agreements with a certain pumber of its counterparties.

17. FAIR VALUE OF FINANCIAL INSTRUMENTS

The principal methods and assumptions used to estimate the fair value of each class of financial
instruments are described below.

For cash and cash equivalents, trade accounts receivable, bank overdrafts and other short-term
borrowings and trade accounts payable, France Telecom considers their carrying valve to be the most
representative estimale of market value, duc to the short-term maturity of these instruments,

The market value of non-consolidated and unrestricted investments in quoted companies and
marketable securities has been estimated based on quoted market prices at the end of the period. For
other jnvestments, France Telecom considers, using available information, that their market vajue is not
less than carrying valuc.

June 30, 2002 December 31, 2001

Carrying Fale Currying Falr

(in raillions of curas) ralue valuc value lue
Financial instraments (assets)

Marketable securities . . ... . e 143 148 1,138 1,138

Non consclidated investment securities and related reccivables ... 1,720 2,946 3.231 6,467

The market value of long-term debt was determined using:

+ The present value of future cash [lows, discounted using rates available to France Telecom at the
end of the period for instruments with similar terms and maturities;

* The quoted market value tor converiible, exchangeable and indexed notes.
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June 30, 2002 December 31, 2001

Carrying Fair Cusrying Fair
(in milfions of eurss) raluc value ralye value
Financia] instruments (liabilities)
Bank overdrafts and other short-term loans(1)(2) ........... 13,769 13,761 11,365 11,368
Long-term 10ans(1)(2) «vvovein i 58,363 55,306 56,139 57,598

(1) After taking into sccount the efect of currency swap contracts.
(2) The accounting and market values presemed exclude accrued interest.

The fair values of currency exchange and interest rate swap contracts were estimated by discounting
the expected future cash flows using market exchange rates and related interest rates at the end of the
period over the remaining terms of the contracts.

The [air value of over-the-counter options was estimated using option-pricing tocls recognized by the
market,

June 30, 2002 December 31, 2001

Notional  Carrying Fair Notional  Carrying Fair
(in millions of euros) Yalue Value Value Value Value Value
Off balance sheet financial instruments(1)
Interestrate caps.....oviiiniiiinninnnen.nn 1,506 2 (1) 154 5 &)
Interest rate collars (caps and floors) ......... 1,150 — 6 {,500 — 9
Interest rate swaps(2) ..................... 19,919 (440) (334) 24,953 (311)  (259)
CUrITEnCY SWAPS ... vvvvvninees e eenes 13,230 (640) (508) 12,567 235 338
Forward currency contracts ................. 6,205 (257) (256) 4,141 42 43
Currency options ... ...l 1,378 (32) (41) 1,702 (72)  @21in
Options on fUtUres. ....ovroe e einnn .. 500 - —_— 5,500 7) (7
Futares .. ..o e 5,407 2 2 24524 (21) (21)
Options on sWaps. .. ... vuiini e, 201 (19 __ (13) - = _=
Total. i e e (1,375) Q_.L_E) & )y (117)

(1) Market value of swups includes acerucd interest.

(2) The carrying value of off balance sheet derivative instruments includex accrued interest. discounts and premiums paid for or
received, as well as exchange differences already accounted for in France Telecoin's books, The difference between accounling
and market values represents the uarealized gain or loss on off balance sheet derivative instruments.

18. PENSION PLANS AND OTHER LONG-TERM LIABILITIES

Pcnsion plans and other long-term liabilities are s follows:

At June 30, 2002 Dcm:l:cr 31,

More thun Iess than 00
(in millions of euros) one yesr onc year(l) Totu! Total
Early retirement plan ...............00ciininL, 3,346 652 3,998 4,095
Post retirement benefits other than pensions ......... 147 6 153 145
Retirement indemnities. .. ................. .. 205 33 238 175
Long-term deferred tax{2) . ...........c.ovevn. ... 168 —_— 368 330
Provision for Equant CVRs ....................... 2,077 -— 2,077 2,077

Off balance sheet provision for the commitment for

NTL preferred shares(3) ............coovno.... - —_ — 11
Provision for MobilCom . ..................... ..., 7,000 —_— 7,000 -
Other long-term lisbilities ........... ... ......... 2021 138 _2158 L785
Total .. 15,164 829 15,993 9,392

(1) The curzent portion is included in the balance sheet under the heading “current liabilitics"",
{2) Note 26.

(3) The provizioa for \he commiiment for NTL puIerred sh:lrex. hus been reclassilied 10 2 short-term provision during the firat six
months of 2002 (Note 15).
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Early retirement plan for French civil servants

The actuarial cost of the early retircment plan described in Note 2, and the sensitivity of this cost to
the success rate of the plan arc as follows:

Junc 30, December 31,

2002 2001
Plan data (in millions of euros)
Actuarial value of the plan at the beginniag of the year. ............oooia i, 4,611 4,823
Actuarial adjustments .. ..ttt e e e e 51
Discounting effect ... .o i e 108 229
Payments MAdE . e e e e (298) (492)
Actuarial value of the plan at the end the period ... vl 4,421 4,611
Actuanial adjustment not yet amortzed ... ..o ii i (423) (516)
Accrued early retirement lability ... .. 1,998 4,095
Assumptions
P SUCEEES TAIE & ottt ittt et et s et e e 94% 94%
¢ DISCOURL TATE ..ottt ettt ittt e e 5% 5%
Analysis of the charge for period (in millions of euros)
DHSCOUNT ChATge . . ottt e e e 108 229
Amortization of actuarial adjustment ... ... i e e 93 210
Charge for the period ... ..o i it e 201 439

Actuarial assumptions are reviewed annually. The assumptions at June 30, 2002 are the same as those
used at December 31, 2001 with a success rate of 94% and discount rat of 5%.

The impact of the revision of actuarial assumptions is accounted for as described in “Barly
Retirement Plan for French civi] servants”, Note 2. A charge of € 93 million was recorded within in
“‘Special itcmus, net” in the first six months of 2002 (Note 24).

Early rerirement payments made uader the plan since its initiation on September 1, 1996 amount to
€ 2,041 million including € 298 million in the first six months of 2002.

Post-retirement benefits other than pensions

The actusrial liability for post-retirement benefits of € 153 million at June 30, 2002 (€ 149 million at
December 31, 2001) has been determined using a discount raie of 5%.

Equan: CVR provision

On July 2, 2001, France Telecom issucd to all Equant shareholders other than the SITA Foundation
and to certain owners of share options and restricted share awards granted by Equant before November 19,
2000, 138,446,013 contingent value rights (“CVR™), Each CVR gives the holder the right to receive a
cash payment, on the third anniversary of the completion of the Equant transaction (June 2004),
represeating the difference if negative between the average Equant share price for a defined period and
€ 60, limited to a maximum of € 15 per share. Movement in market price in 2001 and in the beginning of
2002 (notably in tenms of EBITDA multiples) has resulted in a CVR market value since issue
corresponding to a payment of the CVR st maturity, Whilst considering that the Equant business plan
assumptions remain valid, France Telecom management considers that such a payment would not be
recovered from the value in use of the Equant investment as derived from the business plan. As a result of
this. France Telecom recorded at December 31, 2001 a provision for the maxdamum risk, amounting to
€ 2,077 millien.

Provision for MobilCom

A provigion of € 7 billion has been rccorded for risks rclated to MobilCom at June 30, 2002 (see
notes 25 and 28). ot v e
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Other long-term liabilitles
At June 30, 2002, other long-term liabilities include:

+ Fixed asset supplicr payables for € 340 million at June 30, 2002 (€ 209 million at December 31,
2001). The movement is explained primarily by the full consolidation of the Polish telepheny
operator TP Group from April 1, 2002.

Deferred income for a total amount of € 143 million (€ 160 million at December 31, 2001) relating
to Orange ple. Deferred incomc relates to the net credits anising from in-substance early
extinguishment (“In substance dcfcasance™) of draw downs under finance lcases (Note 28). This is
amortized to the statement of income over the least term on 2 straight-line basis.

« Operational debt for an amount of € 668 million relates to a sale opcration entered into with a bank
of future Francc Telecom reccivables from the French State relating 1o ycars 2002 w0 2008. The
commitments made by France Telecom are described in note 28 under off balance sheet
commitments. This debt has given rise to a charge relating to the unwinding of the discount and
has been recorded in the statement of income under the heading “‘Discounting of early retirement
plan and other long-term liabilities” for € 18 million at June 30, 2002.

= Orange SA's vendor financing arrangements with cquipment manufacturers for the construction of
the UMTS network, are as follows:

At Junc 30, 2002

Original currency Maturnity Equirulent Amouiis deawn
(ia millions (ia millions
of suros) of euros)

% O 1 T P 2003 270 239

BUTO . o e e e 2004 860 274

BUIO . . e e e 2004 470 -

Bl . i i 2004 9 -

< ) A 1,609 513

|
u

(1) Multicurrency in eurq cquivalent

19. OTHER CURRENT LIABILITIES

At Junc 30, 2002, the variation in current liabilities is primarily 2 result of the provision for the off
balance sheet commitment for the NTL preflerred shares (Notes 8 and 28).

20. MINORITY INTERESTS

Changes in minority intcrests are as follows:

June 30,  Dec. 31,  Junc 30,
2002 2001 2001

(in millions of euros)

ORCRIng BAlAnCEs . .ottt et it i e e 8101 203 2,036
*» Result fortheyear. .........oovieiinninnn... e e 76 (714) (216)
+ Issuance of share capital to minority interests .................ccvveue. u 74 57
+ Effect of acquisitions and divestitures . ..............cc.iiiiiiiiiinn,. 2,712 6802 13628
« Appropriation of netresult ... o e e (39)  (128) (99)
» Translation adjustment ... ..vee it e e e (712) 3 184
CORET ChaNeS L e — — (4)
Closing balances ... ... it 10,149 8,101  15.586

In the first six months of 2002, the effect of acquisitions and divestitures relate mainly to the change
in the method of consolidation of TP group (Note 3) for € 3,177 million and to the purchase of 2% of

minotity inlerests in Orange SA following the exercisc of a put option by E.On (Note 3) to the value of
€ (553) million. —— ¢ ———

.
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At June 30, 2002, minority interests relate to Orange SA and its subsidiaries for an amount of
€ 3,638 million, TP group for an amount of € 2,831 million, Wanadoo for € 1,448 million and Equant for
€ 1,378 million.

21, SHAREHOLDBERS’ EQUITY

At June 30, 2002, the share capital of France Telecom amounts to € 4,750,079,396, and comprises
1,187,519,899 ordinary shares of par value € 4. For the period endcd June 30, 2002, the weighted average
number of ordinary shares in circulation amounted to 1,078,667,653 shares and the weighted average of
ordinary and dilutive shares amounted 10 1,152,537,482 shares.

The “FT law” provides notably that the French State remains the majority shareholder. The State
owns 56.57% of France Telecom's share capital at June 30, 2002,

Changes in share capital
In 2001, there were no operations on share capital.

In the first six months of 2002, France Telecom increased its share capital through the issuance of
33,637,956 shares with par value of € 4 representing € | 34.8 million, in order to partially distribute the
2001 dividend in the form of shares. The premium attached to cach share issued amounted to €15.7, and :
totaled € 527.6 million. '

Convertible notes

In 1998 and 2001, convertible notes were issued for a total amount of € 5.5 billion (Sec Note 13).
The maximur number of shares 10 issuc upon conversion or exchange is respectively 25.4 million and
48.5 million,

Through the powers vested in it by the general meeting of May 28, 2002, the Board of Directors has
the authority for 26 months from this date to issue shares or instruments giving access to France Telecom
share capital. The cumulative nominal amount of sharc increases including both newly issued shares or
shares issuable upon conversion or exercisc of securities and the aggregate cumulative nominal amount of
debt instruments may not cxceed € 240 million. No issues have been made in the first six months of 2002
under this avthority.

Purchase of the company's own shures

At the genera] meeting held on May 28, 2002, the company’s shareholders authorized the Board of
Directors for 18 months from this date to purchase France Telecom shares representing up to 10% of the
capiral. .

At June 30, 2002, France Telecom held 98.2 million of its own shares, for a gross amount of
€ 9,975 million, representing 8.3% of the share capital.

At December 31, 2001, France Telecom held 48.5 million of its own shares, for a gross amount of
€ 5,002 million, representing 4.2% of the share capital

In the period ended June 30, 2002, the remaining 49.7 million shares held by Vodafone, in
accordance with the agreement signed on February 28, 2001 were purchased on March 25, 2002, at an
avcrage price of € 100 for a total amount of € 4.97 billion (Note 28).

During the year ended December 31, 2001, France Tclecom purchascd 64.6 million shares at an
average price of € 103.37. The acquisitions resulted mainly from two purchases in March 2001 concerning
64.1 million shares for an amount of € 6.65 billion in accordance with the agreement signed on
February 28, 200! between France Telecom and Vodafonc (See Note 28).

During the first six months of 2002 no own shares have been divested.

During the year ended December 31, 2001, France Telecom sold 31.5 million shares at an average
price of € 56.71, including the contribution to the SITA foundation of 30.9 million shares for the
acquisition of Equant (See Note 3). The result of these sales is offsct against consolidated reserves for an
amount of € 1,271 millien, net of tax (€778 million). _

s
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In addition, put and call options exchanged between France Telecom and Deutsche Telekom, relating
to 20.5 million France Telecom shares, were cancelled in June 2002 at the request of Deutsche Telekom,
the shares having been sold directly on the merket (Note 28).

Dividends

The total of dividends distributed at June 30, 2002 relating to the year ended December 31, 2001,
amounts to € 1,056 million, which includes € 662 million distributed in the form of shares (sec “Changes
in Share Capital™). The cash dividend psyment was made on July 8, 2002.

Starutory net equity of France Telecom S.A.

At June 30, 2002, the statutory net cquity of France Telecom S.A. amounts to € 9.8 billion including
the loss at June 30, 2002 of € 13.0 billion.

22, SEGMENT INFORMATION

As a rosult of the reorganization in 2001 of its global services to businesses under Equant and of the
reorganization in 2000 of its mobile telephony activities under Orange SA and its consumer Internet
activity under Wanadoo, Prance Tclecom has redefined its segments as follows:

* The “Orange” segment includes worldwide mobile telephony services, in France and the United

Kingdom, as contributed to Orange S.A. in 2000, including Orange ple from its date of acquisition
by France Telecom.

+ The “Wanadoo segment includes Internet Access, Portals, e-Merchant, Directorics and Applica-
tion Service Provider (ASP) activities contributed in 2000 to Wanadoo S A.

+ The “Fixed line, voice and data services — France” scgment mainly includes the activities within
France as an operator of fixed telephony, data transmission, broadcasting and cable television.

+ The “International voice and data services” segment includes the same activilies outside France
(notably Equant and TP Group).

France Telccom segments may cvolve in the future, along with France Telecom's strategic choices.

France Telecom cvaluates the performance of its scgments and allocates ifs resources based on

EBITDA results, which represcnts the operating income beforc “special items, net” and “depreciation and
amortization”,

The “Elimination and other items”™ column includes inter-segment transaction eliminations and other
non-material reconciling items to France Telecom financial statements.

The table below sets out main operating indicators per segment for the six months ended June 30,
2002 and June 30, 200! as well as for the year cnded December 31, 2001:

Fixed line,
volee nod
daca International Total
SErYiCes = voice and Eliminations France
Orange Wanadoo France data sermices and other Telecom
(in millions of euros, except aumber of
employees)
At June 30, 2002
Toralsales ..................... 8,059 918 11,127 4,602 (2,234) 22472
EBITDA .......iiviinnnnn,.. 2,304 29 3.643 936 (42) 6,870
Depreciation and amortization . . . .. (1,059) (33) (1,575) (871) (57) (3,595)
Operating income before
special tems .......... . ...... 1,245 (4) 2,068 65 (9%} 3,275
Purchase of tangible and
intangible assets
— UMTS licenses............... 61 —_ — - — 61
— excluding UMTS licenses . ... .. 1,433 42 1,024 776 (54) 3221

Average number of employees(l).. 30,150 6,743 129,817 60.574 — 227234
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Fixed line,

voice und
dars International Total
: serviees — voice and Eliminations France
Orange  Wanadoo France dats Services and other Telecom
At June 30, 2001
Totalsales ........c.ooivvinns. 7,082 689 11,542 3,078 (1,967) 20,424
EBITDA .. .ocvvviiiiineinnn.. 1,634 (54) 3,993 480 13 6,066
Depreciation and amortization .. ... (815) (38) (1,661) (679) (58) (3,251)
Operating income before
special items ... ... ...l 819 (92) 2,332 (199) (45) 2.815
Purchase of tangible and
intangible assets
— UMTS licenses............... 186 - - — - 186
— excluding UMTS licenses .. .... 1,433 40 1,238 1,013 156 1,380
Average number of employees(1) .. 29,438 6,303 134,639 25,233 - 199,613
At December 31, 2001
Totalsales .........vovveeent. 15,087 1,563 23,231 7,382 (4,237) 43,026
EBITDA .....oviiiiiiiiinnn 3,288 (64) 7,902 1,165 29 12,320
Depreciation and amortization. . ... (1,848) (89) (3,445) (1,415) (113) (6,910)
Operating income before
special items . ........viiii... 1,440  (153) 4,457 (250) (84) 5,410
Purchase of tangible and
intangible assets:
— UMTS licenses............... 873 - - — — 873
— excluding UMTS licenses...... 3,356 111 2,718 1,906 — 8,091 ‘
Avertage number of employees(l) .. 29,970 6,588 133,752 35,874 — 206,184 '

(1) Average full time equivalents

In 2001, the “International voice and data services” segment included the operations of Equant from
the second half of the year (Note 3). For three months in 2002, results from TP Group have been
included in the segment “Tnterational voice and data services” (Notc 3). Based on a comparable scope of
consolidation (pro forma) to that of the first six months of 2002, total sales, EBITDA and current
operating result for the International voice and dala services segment for the first six months of 2001
would have been € 4,668 million, € 745 million and € (151) million respectively.

Geographical breakdown .

Period cnded Ytal’ ended 1

—Juned _ Decomber 31, i

2002 2001 2001 !

(in millions of suror) .
Sal0S . e e e 22,472 20,424 43,026
France . . e e e 13,486 13,562 27,626
£ 131 1> 8,986 6,862 15.400
Fixed Assets(1) .. ... i i i e e 56,407 53,453 49,917
France(2) . o e e e 19,720 21,874 20,431
O i e e e 36,687 31,579 29,436

(1} Tangible and intangible, excluding goodwill.
(2) Includes all shared newwork structures, notably the European buckbone.

. — e
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23. PERSONNEL COSTS

Poriod ended June 30, Dyef::;nu?;l,
2002 2001 2001
(in millions of evros, cxcept nuraber of employecs)
Average headcount(1) (full time equivalents(2)) .................. 227,284  199.613 206,184
Personne] costs(3)
* Wages and salaries ... ..uivie i e 3,792 3,389 6,889
< Social Charges ..o 1,290 1,239 2,593
B T4 1 SO 5,082 4,628 9,482
(1) Of whom approximately 41.1% were Freneh civil servaau at June 30, 2002,
(2) Average headcount of full ime equivalenis of the TP Group amounts 10 30,746,
(3) Extluding erly retirement plan for French civil jervants and employee profit-sharing,
24. SPECIAL ITEMS, NET
Perlod ended Juoe 30, poear Sh4%)
2002 2001 2001
(in millions of curas)
French early retirement plan(l) .....coiiiiiiiiiiiiiiii i (53) (102) (210)
(02313 — 1 o~
Total . .o e e e (93) (101) (210)

(1) Note 18,

25. OTHER NON-OPERATING INCOME (EXPENSE), NET
Other non-operating income (expense) includes:

« At June 30, 2002, (1) € 1,663 million relating to the valuation allowance on NTL's common and
preferred stocks (Notes 8 and 28), (ii) € 7,290 million relating to MobilCom including
€ 290 million for further depreciation of the advanccs made by France Telecom SA to MobilCom
in the first six months of 2002 (Note 28).

« At June 30, 2001, a depreciation charge relating to the ordinary shares held in NTL for
€ 839 million.

« At December 31, 2001, (i) € 5,910 million relating to the valuation allowance on NTL's common
and preferred stocks (it) € 2,077 million relating to the provision for losses and charges on the
Equant CVR (Note 18) and (iit) € 1,393 million relating to MobilCom (Notes 7 and 28).

« As well as other non-operating income (expense) set out below:

Period ended June 30, Di::;‘ix:e;l.

2002 2001 2001
(in millions of eures)
Gain or loss on divestment(1) . ... ... i i e 200 1,278 2,576
Dividends received .. ... . i i e e 4 109 262
Dilution result{2) ... i e (2) 1,068 1,993
Orther provision movements(3) .. ..voveiin i (501) 199 (694)
Cost of sale of receivables .. ... ... .. o (20) (22) (503)
1 4 T O P (67) {15) {158)
TOBRLL o0ttt (386) _ 2617 3,47
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(1) Primarily includes in 2002, the cesult on dispasal of the interest in TPS (€ 177 million)

(2) In 2001 it includes a gain of € 1,086 million made in the firet six months in the Indice Multimedia snd Freescrve transactions, as
well as a gain of €934 million made in the second six nionths following the contribution of Infostrada 10 Wind (Notc 3).

(3) At Junc 30, 2002, other movemente in provisions include:
o A charge of €75 million relating te Intclig (Note 7);
- A charge of € 52 million relating to the divestiture of Lhe investment in Casema (Note 30);

« A charge of €51 million relating W the eutcome in July 2002 of the off balauce sheet commitment relating to the CCIC
investment (Note 28).

26, INCOME TAX

France Telecom has opted for a consolidated tax group for all French subsidiaries of which it owns
95% or more.

Following the Orange IPO in February 2001, Orange SA and its French subsidiaries have their own
consolidated tax group from 2002.

Following the Wanadoo IPO in July 2000, Wanadoo SA and its French subsidiaries have their own
consolidated tax group from 2001.

Income tax by consolidated tax group and for the other subsidiarics is as follows:

Period ended

June 30

01 2001
(in millions of eures)
Income (charge)
France Telecom SA taX BIOUP « v v vt vviu it et anirisee ittt nnanses (1,787) 2,030
Orange SA X BIOUP. ... ovvt v iniie i ieaan. e (275)  (389)
Wanadoo SA TaX GIOUDP ¢« .ot ettt tate et aaeeiae e i (28) (6)
Other subsidiaries in France and outside France ... ...t _{206) (196)
Total taxes ................... e e e e e e e _(L%) ﬁ

Income tax for the six month period results from the application of the provisional tax rate at the end
of the period 10 the pre tax result at June 30, 2002. Deferred taxes are calculated applying tax rates
enacted at the end of the accounting period, being 35.43% for 2002 and the following years.

The significant decreasc in the France Telecom SA share price in the sccond quarter of 2002,
reflected in the statutory accounts by the recording of tax deductible provisions, as well as the tax
deductible nature of the provision set up at June 30, 2002 relating to the MobilCom risk, lead to a
significant inerease in the losses carried forward within the Fruncc Telecorn SA tax consolidation. This
extends the forecast recovery dawe of deferred tax assets beyond the eight-year horizon used for the 2001
financial statements.

France Telecom considers, on the basis of its budgets, strategic plans and financing plans reflecting
the financial situation at June 30, 2002, that the delerred tax asset maintained in the balance sheet for
France Telecom SA and the companies within its consolidated tax group will be able to be recovered
through the cxistence of taxable income expected in the next eight years within its regularly profitable
activity as a fixed line operator in France. Moreover, given these results and given the possibilities in
France to carry forward indefinitely certain tax losses resulting from depreciation charges. the share of the
tax loss carry forwards which is not indefinitely carried forward should be completely used within the legal
timelrame of five years, with the balance acquiring the status of losses indefinitely carried forward.

In this context, the application of the prudence concept, which prevails regarding the recognition of
deferred tax assets for accounting purposes, has led to a depreciation allowance of deferred tax assets
generated in the first half of 2002 (€ 3.992 million) and to a depreciation allowance of € 1,800 million
against deferred taxcs at December 31, 2001. The nct deferred 1ax charge for the France Telecom SA tax
group ammounts to € 1,800 million.
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Income tax for the France Telecom SA consolidated tax group is as follows:
Perlod ended Juae 30

TRy
(in millions of euros)

Income (charge)

(O T T < PP —_— 1,630
L0 0T G TIT 0 -3 3 3 - O 13 18
Deferred taxes for the six month period . ... vt 3,992 1,132
Discounting and depreciation of deferred taxes .........c...o ol 5,792) (750)
Effective Tax .. .\oouoiu e i e (1,787) 2,030

France Telecom SA and its main French subsidiaries are currently subject to a tax inspection for the
years 1998 and 1999. The tax inspection is not yet complete, and the possible reassessments relate mainly
to tax timing differences. Moreover, the companics concerned have made known their positions and are
awaiting a final decision from the tax authoritics.

The net balance sheet position by tax group is detailed in the table below (deferred taxes are detailed
by type of timing dilTerence for the tax group France Telecom SA):

June 30, December 30,

2002 2001
(in millions of euros)
Fronce Telecom SA Tax Group
Early retirement Plan . ... .o iniiii i e e e 1,413 1.451
Impairment of long-lived assets ... ... .o viiii i i 439 405
Non deductible provisions and reportable deficits ..........oovi i 8,387 4,675
Other deferred tax assets ... ... ... .. oo e 632 615
Tax depreciation and reglemented provisions ............covei i (316) (289)
Other deferred tax Habilitics. . .o oot e it e (159) (455)
Deferred tax allowance and discovnting . ..o (6,377} (785)
Sub-£otal FT SA TRX GFOUP ... vt v vt it eeeieei et iee it ones 3,819 5,617
O1aREE SA LAX BIOUP Lo vt vttt et et e 39 24
Wanadoo SA 18X SIOUP . .« e vuttn et iat et 33 19
Other subSIdIanIEs ... ... vei i e _ (9 _lo7
Net deferred taxes of the GROUP ... ... .oeuiineniinniiviinrianeanarreens 3,862 767

This net position ig presented as follows in the balance shect:

At At
June 26, December 31,
20 01

(in millions of curox)

Net jong-term deferred (ax 28sets ... oot ivi it i 4,040 5,369
Net short-term deferred tax assets. . ... ..o i 646 1,102
Net long-term deferred tax labilides .............. ool (368) (330)
Net short-term deferred tax liabilities ... ..., _{456) {374)
. 3,862 5,767

Apart from the allowances recorded for the France Telecom SA consolidated tax group, the
sllowances for deferred tax asscts relate primarily to the loss carry forwards of new subsidiarizs, which are
operating in cmerging markets, for € 3,840 million (€ 2,923 million at December 31, 2001). A part of

thesc loss carry forwards will be recognized once profitable operational activity in these subsidiaries can be
sustained,

. — em e
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27. RELATED PARTY TRANSACTIONS

Telecommunications services to French governmental authorities, which are onc of France Telecom's
largest customers, as well as those 10 its various regional and local authoritics are provided at market
prices. Subscquent to the separation of France Telecom and postal services (La Poste) in 1987 a number
of transactions have subsisted relating particularly to personnel and shared properties.

The transactions and balances summarized below arose in the ordinary coursc of business between
France Telecom and related parties.

Amounts receivable ﬁ-om related parttes

June 30, Decembder 31,
2002 2001

(in millions of euros)

Related party

B0 o) L 18 20
L POSte L e e e e 41 50
Satellite organizations .. ... .. .. ... i e e 116 92

Amounts payable 10 related parties
June 30,  Deeember 31,

2002 200),
(in millions of euros)
Related party
D 13 | G 20 10
LA POStE e e 23 30
Satellite OramIZAtIONS .\ttt vt e 137 147

Significant transactions with related partics

Income/ (expenses or
investments)

Junc 20,  December 31,
2002 2001

Nnture of trangaction

(in millions of curos)
Related party

LaPoste oot iii e e Personnel programs — —
Commonly managed services 25 71

Satellite organizations ......... ..., Expenses (63) (248)
Income 50

SPribt ... e Invoiced services 6 38
Expenscs (11) (7

28, COMMITMENTS AND CONTINGENCIES
28.1 MobilCom

In March 2000, France Telecom, the company MobilCom and its principal shareholder Gerhard
Schmid signed a Cooperation Framework Agreement {“the CFA™), the object of which was 1o provide
MobilCom with the necessary financial support 1 purchase a third generation networl eperator license
(“UMTS"”) us part of the bidding process organized by the German authorities in July - August 2000 and
to develop a UMTS mobile telephone network

The CFA provided that, after a UMTS license was obtained in the bidding process, the following
clauses came into effect:

A. France Telecom would provide its financial support to MobilCom, subject to the conditions
described in point B below, in the following mapney:
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+ France Telecom would subscribe to an increase in the share capital of MobilCom for an amount
of approximately € 3.7 billion providing it with 28.5% of the company's share capital.

+ If MobilCom was not in a position to be able 10 proceed with necessary investments to commence
its UMTS operations through existing own capital resources and through additional financing that
it procures on its own, France Telecom would have a commitment, until thc commencement of

UMTS operations, to provide loans directly to MobilCom or to guarantee third party loans, if
required.

B. In order to guarantee that France Telecom had at all times the means to moritor the financial
commitments regarding the process of developing UMTS activities, the CFA stipulated that France
Telecom’s agreement was required for approval of, amongst other matters, the budgets and the business
plan. To facilitate this, a coordination committee was established between the management of the
company MobilCom and the representatives of France Telecom, as well as the representation of France
Telecom in the company's corporate bodics.

C. In accordance with the CFA, France Telecom held a call option for 21.6 million shares in
MobilCom held by Mr Gerhard Schmid exercisable betwcen 2003 and 2006, and furthermore Mr Gerhard
Schmid held a put option to sell his MobilCom shares to France Telecom, exercisable if certain specific
conditions were realized:

« In the event France Telecom acquired additional shares such that it owned more shares than
Gerhard Schmid;

« In the event that a deadlock had occurred and France Telecom has imposed its position on
Mr. Schmid through mediation as provided for in the contract; or

+ In the event that France Telscom breaches certain material obligations under the CFA.

Following the signing of this agreement, a3 part of the bidding process carrizd out in July - August
2000, MobilCom obtained a UMTS license for approximately € 8.4 billion and proceeded to implement
the following financing arrangements:

+  Share capital was increased by approximately € 3.7 billion, reserved to France Telecom in
accordance with the CFA.

~ A bridge credit facility of € 4.7 billion was granted by a banking syndicate with a maturity date
fixed at July 31, 2002, postponed to September 30, 2002 and used in full at June 30, 2002.

+ A vendor financing for € 2 billion was granted by 2 UMTS equipment manufacturers, of which an
amounl of € 1.2 billion had been used at June 30, 2002.

In December 2000, Fran¢e Telccom set up, through various contributions, the company Orange SA to
which it passed, with the agreement of Mr Gerhard Schmid and of MobilCom, all of the rights and
obligations resulting from the CFA, apart from the conditional commitments for financial support which
remained with France Telecom.

In 2001, a disagreement arose between My Gerhard Schmid, the company MobilCom, France
Telecom and Orange regarding the application of the CFA, notably conceming the MobilCom business
plan for the development of the UMTS actjvity and the ability of France Telecom to approve that plan.

This situation was described as follows in the 2001 financial statements: “The conditions of
application ol the cocperation framework agreement and of France Telecom SA's financing commitments
are currently the subject of disagreements with the founding shareholder. A discussion is in progress, of
which the France Telecom group cannot predict the outcome. Moreover, France Telecom group
management considers, to the best of its current knowledge, that the increase in borrowings recorded in
the financial starements of the France Telecom group could reach a maximum of € 6 billion to € 7 billion
within 18 months should Orange have to fully consolidate MobilCom, of which the cxisting credit facilities
of € 6.2 billion are non recourse to the France Telecom group. In this case, the assets of MobilCom,
mainly represented by the UMTS license, would be reassessed based on the new business plan set up by

Orange, and laking into account the existence or nol of likely consolidation in the mobile market in
Germany.”

On Junc 1!, 2002, France Telccom and Orange informed MobilCom and Mr Gerhard Schmid that
they were terminating the CFA, following and on the grounds of a scrics of scrious breaches of such
agreement by Mr Gerhard Schmid and MobilCom amongst which:
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+ Mr. Schmid and the Supervisory Board of MobilCom very frequently distorted the spirit and the
text of the Cooperation Framework Agroement, by not recognizing the rights of France Telecom
and Orange to approve the business plan of the company;

* os confirmed by 2 BDO report, Mr. Schmid breached a number of provisions of German company
law by conducting transactions between MobilCom and Millenium GmbH, a company ownzd by
Mr. Schmid’s wife, which transactions related to the financing by MobilCom of the purchase of
shares in MobilCom through the company Millenium and which are currcntly the subject of a
dispute berween MobilCom and the company Millenium; and

= following violations of the Cooperation Framework Agreement by Mr. Schmid in his relations with
Millenium and the refusal of Mr. Schmid to organize for Millcnium to reimburse the amounts
upduly received from MobilCom to finance the purchase of MobilCom shares, France Telecom
and Orange had recommended that Mr. Schmid be relieved of ofice. On two occasions, at
Superviscry Board meetings on May 29 and June 7, Mr. Schmid hud refused to resign and the
Supervisory Board had rejected motions proposing his removal from office.

On June 21, 2002, Mr. Schmid was relieved of his functions as Chief Executive Officer by decision of
MobilCom's Supervisory Board.

Mr. Schmid and MobilCom have contested the grounds for the termination of the Cooperation
Framework Agrecement by France Telecom and Orange. France Telecom is not able to predict the
outcome of the dispute which could result from this termination.

Once the violation of the Cooperation Framework Agreement by Mr. Schmid and MobilCom was
established, France Telecom started discussions with the various parties involved, including the bank
syndicate lending to MobilCom. in order to determine whether a solution acceptable for all could be found
to ensure the future of MobilCom. In this spirit, on July 30, 2002, France Telecom signed 2 Memorandum
of Understanding with the banking syndicate which had granted MobilCom a credit facility of € 4.7 billion,
whosc maturity date has been postponed to September 30, 2002. This agreement provides that the banks
will sell their MobilCom loan to France Telecom in exchange for subordipated perpetual convertible
sccurities convertible into shares of France Telecom SA. Similar agreements have been signod with the
above-mentioned equipment vepdors.

Following the departure of Mr. Schmid from the Board, the new management of MobilCom accepted
the implementation of in-depth operational, strategic and legal analyses of MobilCom with internal and
external experts on behalf of France Telecom and Orange.

The conclusions of these in-depth analyses obtained in August and September 2002 showed, inter alia,
evidence of structural difficulties of MobilCom, the significant decline in its results and the weakness of its
customer base, which have led France Telecom to conclude that MobilCom’s UMTS activity is not viable
on 2 stand-alonc basis.

Furthermore, the absence of changes in the German regulator position regarding the possibilities of
adapting the regulatory environment, essential [or market consolidation, and the decision of the European
Commission to apply the subsidiarity principle to any modifications in national legislation on this issue,
have also contributed to the loss of reasonable likelihood of consolidation of UMTS opzrators in Germany
such as Francc Telecom anticipated when it closed its 2001 financial statements,

From a strategic point of view, the evolution of the German market, which is characterized by an
excessive nuimber of UMTS license holders, the lack of flexibility of the German regulatory authorities
regarding the nccessary adaptation of the regulatory environment neccssary for the consolidation of the
market, cembined with the troubling sitvation of MobilCom revealed by The in-depth analyses undertaken
and the profound deterioration of telationships between shareholders, led France Tclccom to decide at jts
Board of Directors meeting of September 12, 2002 not to seek control of MobilCom and to no longer
respond to its requests for financial support.

However, France Telccom has expressed its wish to seek implementation of the agreements reached
with the banks and the equipment suppliers of MabilCom.

As a resull, in the financial statements at June 30, 2002, France Telecom recorded (i) a provision for
risk of €7 billion to cover the risks rclated t¢ the financial commitment linked 1o the development of the
UMTS uctivities of MobilCom and (ii) the total depreciation of the € 290 million in sharcholder loans
granted by France Telecom to MobilCom during the first six months of 2002,
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The provision fer risk corresponds to the estimate, in conformity with the accounting principlc of
prudence, of the MobilCom risk for Francc Telecom at the date of the six months consolidated accounts
taking into account an appreciation of its legal position to the different types of claims that could be
brought against it. France Telecom underlines however, that it cannot exclude that other risks could arise
either from commitments mnade by the management of MobilCom of which it has no knowledge, or from

Court decisions ruling in favor of potential claims that the various advisors to France Telecom judge 1o be
unfounded,

28.2  Other off balance sheet comminments and visks
OFR halance sheet commitments related to purchases of network equipment and terminals

In the ordinary course of its activities, France Telecom enters into purchase contracts with network
equipment ranufacturers and into supply contracts with suppliers of terminals and other ¢quipment.
Management believes that there is no significant risk of financial loss from thesc contracts.

Off balance sheet commitments related to network construction and operation

In connection with thc award of licenses, concession contracts or acquisition of businesses, France
Telecom is committed to cenain obligations imposed by administrative er regulatory authonities rclating to
network coverage, quality of service and taniffs. In some instances, France Telecom is requited 10 provide
comfort letters to financial institutions relating to bank guarantees given to relevant authorities.
Management believes that France Telecom has the ability to meet these obligations to administrative or
regulatory authorities.

Off balance sheet commitments related to leases

Leases

France Telecom leases land, butldings, equipment, vehicles and other itcms under lease agreements
expiring at various dates during the next 10 years.

Moreover, as part of the divestment of part of its buildings (Note 6), France Telecom is committed
10 re-lease these buildings except for certain assets 10 be vacated in the short-term.

Management expects that leases that expirc may or may not be rencwed or replaced by other leases
in the normal course of business.

Rental expense under operating leases in the first six months of 2002 amounts to € 539 million of
which € 68 million relates to assets sold as part of the disposal of fixed asset program in 2001 (compared
to € 831 million at December 31, 2001 and € 473 million at December 31, 2000).

The table below shows futurc minimum lease payments due under non-cancelable capits] und

operating leases at Junc 30, 2002, including those contracted within the context of the divestment of part
of the real estate:

Capital Operating

fse()  leaso(2)’

(in milliony of cures)
07/2002 — 06/2003 . .. i e 83 928
0772003 — 06/2004 . .. ittt e e 66 156
0772004 — 06/ 2008 ..\t i e e 40 633
0772005 0672006 ..ottt e 11 607
07/2008 — 06/2007 ... oottt e 33 507
07/2007 and thereafter .. ... ... ... . i 278 1,264
Total minimum future lease payments ... ..ot $33 4,695

Less: INTErest payments ... ..o..iu et iren et 115 -
Present value of minimum COMMItMENtS .. ... vu et cenaens 418

(1) Included in borrowings discussed in Note [4.
(2) Ineluding those ceniracted in relation to the sale of part of \he reel estate,
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Straregic technical buildings

On October 31, 2001, France Telecom signed a promise to sell 42 technical strategic buildings, which
will be re-Jeased as part of a capital lease contract, At June 30, 2002, 37 of these buildings have been sold
and re-leased.

QTE Leases

As part of cross-operation leases (QTE lease) with distinct third partics, France Telecom gave and
took for hire certain telecommunications equipment. The crossed rental flow and France Telecom
remuneration were prepaid at the outsct of the coatracts and, for this reason, are not shown in the above
table. Of this remuneration, the portion which pays for the guarantce against third party commitments
given by France Telecom is taken to the statement of income over the period of this guarantes. France
Telecom estimates that the risk of the guarantee, which amounts to € 1,907 million at June 30, 2002 bejng
drawn upon is negligible.

Orange in substance defeasance

As part of the leage agreements concluded in 1995 and 1997, Orange has deposited ameunts equal to
the present value of it rental obligations with UK financial institutions to secure letters ol credit issued by
these institutions to the lessors in conncction with Orange’s rental obligations. These funds, which totaled
€ 1,161 million at June 30, 2002 (€ 1,247 million at December 31, 2001 and € 1,221 million at
December 31, 2000), together with the interest earned thereon, will be used 10 settle Orange's rental
obligations under the leases.

These in-substance early extinguishments of lease commitments result in the offset of the deposit
amount and the capital lease obligation, and result in a net credit which has been reflected in the
consolidated balance sheet as deferred income that will be amortized to the statement of income over the
lease term on a straight line basis. This includes a provision, based on management assessment of likely
outcomes, for possible future costs arising for variation in intercst rates or tax rates.

Accordingly, the related capital lease obligations are not shown in the above table.

Off balance sheet commitments related to investment securities and own shares held

As part of the agreements between certain companies of the group and their partners within other
subsidiarics or consortia, clauses relating to put or call options exist over shares held by partners as well as
clauses relating to the transfer of such shares of which the most significant are:

ccrc

In July 2000, France Telecom sold its remaining 17.7 million CCIC shares for US§ 505 million, at
USS 28.5 per share.

Since France Telecom remained contractually exposed to the risk of stack exchange fluctuations for
the shares sold, for the period to July 2002, the result of the sale has been deferred until outcome of this
contractual commitment.

On July 31, 2002, the CCIC opcration was finalized 2nd as a result France Telecom repaid an
amount of € 465 million 1o scllers of the shares, and at June 30, 2002 booked a provision of € S1 million
for loss on disposal.

Put and call options over NTL prefcrred shares

France Telecom entered into an agreement on February 17, 2000, and amended on December 21,
2001, with financial institutions whereby France Telecom may exercise, against payment, 4 call option over
all the NTL preferred shares held by the financial institutions, at the initial acquisition price of
USS$ 1.1 billion. The financial institutions may cach sell all their preferred shares to France Telecom at
initia} acquisition price, notably if this call option is not exercised by France Telecom before March 28,
2003 or under certain circumstances.

On July 12, 2002, France Telecom cxercised the call option on all of the preferred sharcs held by
financial institutions for an amount of USS 1.1 billion. The effects of this transaction have been recognized
in the consolidated financial statements in_an_additiong] allowance at the end of June 2002 (Note §).
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TP SA

Following the sale by the Polish government in 2000 and 2001 of shares in the Polish operator
TP SA, the consortium created by France Telecom and Kulezyk Holding held 47.5% of TP SA at
October 31, 2001. The consortium also holds a call option enabling it 1o acquire 2.5% of the capital of
TP SA plus cne share, at any time between January 1, 2002 and December 31, 2002, at a price equal 1o
the average closing share price of TP SA for the 100 trading days prior to the exercise of the call option,
plus 25%. Following this acquisition, the consortium would also become the majority sharcholder of
TP SA. Morcover, the consortium also holds a call option enabling it to acquire a further 10% of the
capital of TP SA in the event that the Polish State were to offer TP SA shares, an option exercisable at
the same price as that proposed to institutional investors within this offer. The shareholder agreement
between France Telecom and Kulczyk Holding includcs the following clauses relating to the trunsfer of
TP SA shares: (i) France Telecom has a preemption right over any transfer of TP SA shares by Kulezyk
Holding; (ii) France Telecom has a call option enabling it to purchase from Kulczyk Holding its original
investment of 10% in TP SA and its supplementary investment of 3.57% after July 2006 or earlier in the
event of change of control or of violation of Kulczyk Holding’s obligations, at a price equal to the higher
of the acquisition cost plus accrued interest and market value of the shares; (ili) Kulezyk Holding holds a
put option enabling it to sel] to France Telecom its original investment of 10% in TP SA and its further
investment of 3.57% between October 2003 and January 2007, at a price equal to its acquisition cost plus
accrued interest less dividends paid; the banks who financed the purchase by Kulczyk Holding of TP SA
shareg can also demand that France Telecom takes possession of al] the shares which the banks may hold
as sccurity at a price cqual to the residual credit plus interest. This commitment amounts to approximately
€ 1.8 billion at June 30, 2002.

The fall in credit rating of France Telecom in June 2002 allowed the banks to call in this obligation.
France Telccom and Xulezyk Holding have asked the banks to renegotiate these conditions.

An agreement was obtained in August 2002 which removed the conditions related to credit ratings
and established the same financial ratios as for the France Telecom S.A. syndicated line of credit of
€ 15 billion.

E.On

Following the agreements in relation to the purchase by France Telecom of the 42.5% interest which
E.On held in the capital of Orange Communications SA (Switzerland), approximately 75% of the
payments due to E.On were made through the delivery of 102.7 million Orange SA shares al the time of
the IPO. In this context, France Tclecom agreed put and call cptions with E.On which were the subject of
an amendment on January 28, 2002, Under the terms of these amended options, in June 2002, (i) E.On
had the right to sell to France Telecom the Orange SA shares which it held at & price of € 9.25 per share
(i.e. a total of €950 million) and (ii) France Telecom had the right 1o purchase the Orange SA shares
which E.On held at 4 price of € 11.25 per share (i.c. a total of € 1,155 million). E.On had the ability to
sell ite Orange SA shares in an orderly manner. Given the value in use of Orange no provision was set up
at December 31, 2001,

In accordance with the put and call options dated November 2000 and amended January 2002, the
E.On Group on 5 June 2002 cxercised its put option to sell to France Telecom 102.7 millien shares in
Orange S.A. (Note 3). Following this transaction France Telecom owns 86.29% of Orange S.A.

Wind Infostrada

France Telecom and Encl agreed to undertake, subject to market condilions, an initial public offering
of at least 25% of the share capital of Wind. France Telecom holds an option to purchase @ portion of the
Wind shares held by Enel at the murket price with floor and ceiling caps, sufficient to increase its equity
interest in Wind to 76.6% of Encl’s interest. This option can be excrcised 2t any moment between July 31,
2003 and 31 January 2004. Furthermere, Frunce Telecom holds a put option of its Wind shares to Encl at
a market vajuc on a 100% basis (as defined by independent experts) exercisable at any moment in the
event of 4 disagreement between France Telecom and Ensl concerning Wind. Put and call options are also
plannsd in the event of a deadlock, violation of obligations or change in control of shareholders.
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San Salvador CTE

France Telecom sold in March 2000 24.5% of the shares which it held in the capita! of Estel Co.
LLC (“Estel") to Ccntral America Communications LLC (“CAC”). In the context of this sale, France
Telecom granted CAC a put option exercisable in case of default of CAC under the terms of the credit
agreement between CAC and Citibank. The price varies between US$134.8 million for all 490 CAC
shares in Estel before September 16, 2003 at the latest, falling to US$101.1 million between
September 17, 2003 and September 16, 2004, then US$67.4 million between September 17, 2004 and
September 16, 2005, and US$ 33.7 million between September 15, 2005 and Jupe 16, 2007.

Equant Contingent Value Rights (CVR)

In the context of the acquisition of Equant, France Telecom issued CVR 1o centain beneficiaries. This
commitment resulted in a provision at the end of December 2001 for the maximum risk (Note 18).

Orange Slovensko

Sharcholder agreements, which govern the relationship between Orange and its parmers in Slovakia,
include clauses relating to put and cal] options in the cvent of a serious failing of one of the shareholders
or if the partners are not able to reach an agreement on a major issue even by means of mediation
procedures. These options are generally exercisable at a market price.

Orange Dominicana

The co-sharcholder of the group holds 2 put option excrcisable between 2003 and 2007 at market
value, whereby it can sell its 14% shareholding in this company.

BITCO (Thatland)

In the event of a default by any of the company’s shareholders, the non-defaulting shareholders can
either exercise a call option 1o buy the defaulting party’s shares at 80% of market value or excreise a put
option whereby the defaulting party purchases the other shareholders’ shares at [20% of market value.
However, under the corrent applicable legislation in Thailand, the Group does not have the ability, under
any circurstances, to increase its shareholding in B1ITCO beyond its current shareholding of 49%.

ECMS (Egypt)

The sharcholder agreements goveming relations between France Telecom and Orascom provide for
the excrcise of put and call options in the cvent of a serious disagreement between the parties or in the
event of a change in control of one of the parties. These options can gencerally be exercised at market
price.

Commitments linked to holdings of own shares
Shares of France Telecom held by Deutsche Telelom

France Telecom had an option to purchase, at any time between January 1, 2002 and Janwary 31,
2003, 20,492,292 of i1s own shares, represcuting 1.8% of its share capital, held by Deutsche Telekom at a
price determined on the basis of the then prevailing market pricc. If France Telscom did not exercisc this
option, Deutsche Telekom could exercise a put option requiring France Telecom to purchase these shares
on January 31, 2003 under the same terms. At the request of Deutsche Telekom, the call and put options

were cancelled in June 2002, Deutsche Telekom preferring instead to scll them directly on the open
market.

Shares of France Telecom held by Vedafone

Following the 1PO of Orange S.A on February 13, 2001, Vodafone and France Telecom reached an
agreement on February 23, 2001 on the form of the sale to France Telecom of the remaining
113.85 million France Telccom SA shares still held by Vodafone. Cash payments for an amount of
€ 6.65 billion were made in March 2001, in exchange for the sale of 64.1 million France Telecom shares
by Vodafone. A final repurchase was made on March 25, 2002, for €4.97 billion.
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Commitments linked to sales of receivables
Securitization of receivables

As part of the Securitization program set out in Note 9, the beneficial interests subseribed by France
Telecom in the Fonds Commun de Créances have been pledged.

Sales of carry back receivables

As part of the sale of carry back receivables resulting from the choice to carry back tax losses for the
years 2000 and 2001, as gel out in Note 26, France Telecom has guaranteed the reccivables sold to the
credit institution and is committed to indemnify it for any error or inexactitude noted in the amounts er
nature of the receivables sold.

Sale of future receivables from the French Stare

As part of the sale of future receivables from the French State set out in Note 18, France Telecom
has guaranteed to the assignee institution the existence and amount of the receivables sold and is
commilted to indemnify it in this regard.

Other commitments

Apart from the commitments set out in Notes 14 and 15, France Telecom has issued no guarantee on
its financial debt nor is it bound by any commitment beyond thosc normally subscribed in financing
contracts. In the ordinary course of business, the group gives certain guarantces of which the most
significant at June 30, 2002 arc as follows:

+ Shares and other asscts held by the Orange group have been pledged to lending financial
institutions (or given as security), in order to guarantee the repayment of bank loans and credit
facilities, amounting to € 2,938 million of which € 2,668 million has been drawn at June 30, 2002;

A counter guarantee of € 192 million had been given to Enel to cover the guarantee granted by
Enel to financial institntions in the context of Wind's deferred UMTS license payment, as well as
the annual payments for Italian railway infrastructurc usage rights;

*+ A guarantee of a maximum of € 104 million has been given to 3G Infrastructure Services AB, a
company which is jointly operated by Orange Sverige AB and two other operators in Sweden, as
pant of a network-sharing 2greement. This corpany is proportionally consolidated since January 1,
2002.

+ Guarantees amounting to a maximum of € 49 million and € 58 million respectively, which had been
given 1w cquipment suppliers in the context of the network rollout of BITCO's network in Thailand,
were released during the six months ended June 30, 2002. In February 2002, Orange and its co-
shareholders in BITCO cntered, on a joint and several basis, into a sponsor support deed in favor of
cquipment supplicrs and Thai banks, in connection with a 24-month bridge loan facility of
US$625 million granted to TA Orange Company Limited. Under this agreement, Orange and its
co-shareholders of BITCO, have agreed 10 inject cash in TA Orange Company Limited up 10 2
maximum amount of US$175 million under limited circumstances (the main one being, in the
event of a cash shortfall in that company). In the event of the conversion of the current concession
into 2 license, Orange may incur additional funding commitments towards TA Orange Company
Limited. However, such conversion, and the terms and conditions of any license are subject to the
Group’s prior approval.

Pursuant to a Sharcholder Support Agreement, the Group is required to make a Sharcholder
Contribution available to Connect Austria Gesellschaft fiir Telekommunikation GmbH, a 17.45%
owned investment, up to a total maximum amount of €68 million under certain limited
circumstances with respect to a prospective breach or default under this company’s Financing
Agreements.

29. LITIGATION AND CLAIMS

In the ordinary coursc of business, France Telecom is invelved in & number of legal, and arbitration
proceedings and administrative aetjons, - v mm—ecm
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. The costs associated with the legal procesdings are only accrucd for when it is probable thar a liability
will be incurred and the amount of that Liability can be quantified or estimated within a reasorable rangc.
In the latter case, an allowance is recorded to provide for the lower end of the range.

France Telccom believes that there are meritorious defenses to all these claims. Although the ullimate
tesolution of such c¢laims cannot be predicted with certainty, it is France Telecom'’s opinion thar their
resolution will not have a material adverse effect on its consolidated operating results, its activity or
financial positien.

FTML (Lebanon)

FTML and the Lebanese Ministry of Post and Telecommunjcations agreed in 1994 a Build, Operate
and Transfer contract (BOT) for the construction and operation of a GSM mobile telephony network in
the Lebanon. A similar contract was granted to the competitor Libanecll.

With effect from August 31, 2002, the Lebancse government terminated the BOT contract with
FTML and that of its competitor. This cancellation and the transfer are to give rise, under the BOT
contract and the bilateral French-Lebanese convention relating to the protection of investments, to an
indemnity bejng granted to each of the aperators by the Lebanese government. Besides its claim for
indemnity presented in the {ramework of International Chamber of Commerce arbitration proceedings,
FTML and its parent company FTMI on June 20, 2002, made a deposition for a request for arbitration
against the Lebanese government under the bilateral convention and in virtue of the arbitration rules of the
Commission of the United Nations for International Commercial Rights (CUICR), for illegal
repossession, without prompt and adequate indemnity and without fair and equitable treatment,

On August 14, 2002, FTML and the Lebanese government signed a “Network Custody and
Operation™ contract in which it statcs that FTML will operate, on behalf of the State, from September 1,
2002 to January 31. 2003 the network that, since the cancellation of the BOT contract, is now the propetty
of the Lebanese government. At the end of this period, the Lebanese government must have organized
bids for the issue of 1wo mobile telephone licenses and tenders for the management of the two existing
networks,

Competition law

France Telecom is subject to claims made by its competitors before of the Conseil de la concurrence,
the Autorité de régulation des télécommunicarions or the European Commission for alleged abuse of
dominant position and anti competiive behavior, of which the most significant claims arc:

The France Telecom group has been accused in several disputes related to the different Internet high-
speed access markets, susceptible to give rise to the pronouncement of financial sanctions or damages
against the group.

+ Under a decision on February 27, 2002, the Conseil de la concurrence ordered France Telecom to
suspend commercialization of the ADSL packs of Wanadoo Interactive in its agencies until France
Telecom had provided to all Internet access providers a computerized tool enabling mass handling
of high speed Internet access requests with France Telecom. In a ruling made on July 19, 2002, the
Conseil noted that France Tclccom had put into place such a too] and thus the suspension order
was ended.

+ 9Telecom requested that the Consell de la concurrence fine France Telecom for non respect of the
decision of the Conseil of February 18, 2001, which ordercd France Telecom 1o propose the
operators an ADSL access offer enabling them to compete effectively both through the price and
the nature of gervices offered. On July 16, 2001, the Conseil de la concurrence tnnounced g halt in
the procedure, to enable further enquiry.

+ On December 24, 200), Wanadoo Interactive was informed by the European Commission, of
claims brought against the company’s tariffs for the provision of high-speed Internet services
Wanadoo ADSL and Pack X-Tensc throughout 2001. The Commission considers that the price
pelicy of Wanadoo Interactive since the beginning of 2001 constitutes an abuse of dominant market
position. A hearing before the Commission was held on March 18, 2002. Siace this date, the claim
is still in progress and is the subject of numerous exchanges between the Commission and Wanadeo
Interactive who contests the alleged charges.
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Mangoosta

Following the liquidation of Mangoosta, at the beginning of 2002 France Tclecom and Wanadoo
Interactive were called before the Nanterre Tribunal. The total of the claim amounted to around

€170 million in compensation for the alleged abuse of France Telccom's and Wanadoo's dominant position
in the ADSL market.

30. SUBSEQUENT EVENTS

Pramindo lkat

On April 19, 2002, the shareholders of Pramindo Ikat of which France Telecom owns 40%, signed an
agreement to sell their shares to PT Telekomunikasi Indonesia TBK (PT Telkom) for USS 339 million,
payable over 10 quarterly installments supplemented by a price incrcase of approximately USS 25 million.

The acquisition of Pramindo by PT Tclkom will take place in three phases:
» 30% initial purchage of sharcs at the initial completion date in August 2002.
 15% purchase of shares in Scptember 2003.

« 55% final purchase of shares at the final completion in Deccmber 2004 at the time of the last
payment

Second phase of the fixed assets disposal plan

On June 27, 2002 France Tclecom announced the signing of an agreement with a consortium for the
disposal of a portfolio of fixed assets including 457 assets for a value of approximately € 510 million. In
accordance with the terms of the apreement, France Telecom and the consortium are committed to
complete the program over the nexl few months. The majority of buildings sold will be re-leased by
France Telecom under lease terms of between 6 and § years.

Share increases reserved to personnel

In June, France Telecom offered its personne! the possibility to subseribe to a reserved capital
jncrease. On July 31, 2002, the Chairman noted that cash subscriptions amounted to 2,298,125 shares with
2,381,416 sharcs being granied free of charge to subscribers, amounting 10 4,679,541 new shares.

Moreover, and following the dccisions of the annual general meeting and board meeting of May 28,
2002, within the context of the rights reinvested by decision of existing and retired personnel members of
the France Telecom gavings plan a8 cash subscriptions 10 new ghares, France Telecom repurchased
2,040,716 Prance Telecom sharcs whose cancellation was decided in the board meeting of September 12,
2002. This purchase was made off market, over the counter at a price equal to the new subscription price
i.e. € 22.85.

Aequisition of eresMas by Wanadoo

In July 2002, Wanadoo anncunced the conclusion of an agreement to acquire 100% of erasMas, a
Spanish Internet Access Supplicr and portal from the telephony operator Auna. This acquisition is non-
cash based and will be paid for by the issuance of shares in Wanadoo. The transaction should be finalized
before the end of the 2002 financial year, provided that it is approved by the Spanish competition

authorities, an independent report is obtained and the transaction is approved by the Wanadoo
sharcholders,

Disposal of TDF

In accordance with the letter of intention of February 22, 2002, France Telecom, private invesiment
funds, and Caisse des DépGts et Consignations, signed an agreement on July 25, 2002 with g view to a new
holding structure acquiring thc TDF group. The disposal should definjtely take place once all suspensive
conditions have been met between now and December 31, 2002.
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France Telecom will transfer all of its shares in TDF to this new structure. At the date of the
transaction, the split of the share capital of the new structure will be as follows:

* 45% investment funds with responsibility for management
* 36% France Tclecom
¢+ 19% Caisse des Dépdts et Censignations

The transaction values the net equity of TDF at approximately € 1.9 billion. As sharcholder of the
new holding strucwurc, France Telecom will contribute € 250 million. The expected net cash inflow of the
transaction for France Telecom amounts to € 1.6 billion.

Notes exchangeable mandatorily in STMicroeletronics shares.

On July 29, 2002, France Telecom issued notes for a nominal value of € 442 million. The notes
nominal amount of € 20.92 bear interest at 6.75% per annum and mature on August 6, 2005. They are
mandatorily exchangeablc for shares in STMicroelectronics from January 2, 2004 to July 27, 2005. As for
the note issued in December 2001, the STM shares underlying the transaction have been placed under
escrow. The number of STMicreclcctronics shares which France Telecom will deliver to the holders of the
notes will be 26.42 million maximum (representing the balance of the indirect holding in STMicroclee-
tronics) and 20.13 million minimum, depending on the price of the shares at maturity. In the event that
the price of the shares exceeds € 21.97 at maturity, France Telecom will have 6.3 million shares 10 be sold
on the market.

Casema

In July 2002, a contract was signed to sell Casema for 2 market value of € 750 million. The disposal
is dependant on the resolution of several suspensive conditions including notably the approval of the
transaction by the Dutch competition authorities.

Stellat

On August S, 2002, France Telecom and Eutelsat announced the conclusion of an agreement (subject
1o suspensive conditions) to sell for € 180 million the satellite operator Stellat to Eutelsat. The actval date
of the complction should take place between now and December 31, 2002

Outcome of the commitments relaring 1o CCIC and to put and call options on preferred NTL shares.

In July 2002, the commitments relating to CCIC and the pur and call options on preferred NTL
sharcs were finalized and gave risc to the payment of € 465 million and € 1,091 million respectively
(Notes 8 and 28).

Connect Austria

As a consequence of Orange being confirmed as a valid sharcholder of Connect Austria by the ICC
International Court of Arbitration on July 4, 2001, without any limitation to its rights as a 17.5% stake
sharcholder, a rebalancing of shareholder loans with the other Connect Austria shareholders was completed
by Orange in July 2002. It resulted in an additional sharcholder loan of € 99 million granted by Orange to
Connect Austria, which represcnts the funding en a prorata basis as if Orange had been an active
shareholder of that company during the litigation. This shareholder advance is independent of the financing
obligations mentioned in other commitments (Note 28).

31. LIST OF CONSOLIDATED COMPANIES AND AFFILIATES AT JUNE 30, 2002

The main changes in consolidation scope in the first six months of 2002 are sct out in Notes 3 and 7.

Orange Segment

Company Ineerest Control Country

Fully consolidated companies
OTaREe SA i e e e 86.29 $6.29 France

Orunge Int. Devclopments Ltd. . ......ooviiiin. .. P 86.29  100.00 Bahamas

o i s e
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Company Interest Coutrol Country

Wirefree Services Belgium ............. .ol 86.2% 100.00  Belgium

Mobistar Corparate Solutions. ...........cooiiiinnins. 43.83 10000  Belgium

10 (o)1 O 43.83 50.79 Belgium

Vista Cellular ... ..o e 44,01 51.00 Botswana

Orange CameIoUn . ov it it iiie e e s 90.40 10000 Canieroon

Orange Cote d'Ivoire . ... oottt iee e iiaanens 73.35 8500  Ivory Coast :
Orange A/S ..o e 4623 10000  Denmark :
Orange Holding A/S . ... ... i 46.23 53.58 Denmark !
Wirefree Services Denmark A/S ... vvivr i ieiiiniinins, 8629 100.00  Denmark '
Orange Services, InC.....oot i i raes 86.29 100.00 USA

Orange World, Inc. ... i i 86.29 10000 USA

Wildfire Communications, Inc. ..o 86.29  100.00 UsSa

Inventmobile. .. ..o i e §0.00 100.00  France

Mobile et Permission.....cooveee i 86.31  100.00 France

Mobile Internet for Business ...l 93.16 100.00 France

Orange Caratbes. . ..o iier i i e e g6.31  100.00 France )
Orange Distibution . ... i vt 86.31 100.00 France ‘
Orange France SA . ... ... i 86.31  100.00 France

Orange REUDION ... vv vttt i e e vy 86.31 100.00  France

Orange Promotions .. ... ... i 86.31  100.00 France

Orange International SAS ... o oo 86.29  100.00 France

Orange Supports & Consulling....... ...t $6.31 100.00 France

RPD 6.ttt §6.31 100,00 France

] P 53.81 7550  Mauritius

Société Malgache de Mobiles. . .................... ... 3546 6590  Madagascar

DUTCRIORE .« o\t ee ettt an st canae e anairn e 86.29 100.00  Netherlands j
Dutchteme Retail .. ..o eneen 86.29  100.00 Netherlands

Orange DOominicana ..o vvrvinvennennneennorieronnnn. 74.21 86.00 Dominican Republic

Orange Romania (MobilRom) ...........coviniiiinnn 58.52 67.81 Romanja

ADBNOVE Lottty t et e e e 86.29  100.00 UK

Orange PlIC oot e e 86.29 100.00 UK

Orange Cellular Services Ltd . .. ..o aieas. 86.29 100.00 UK

Orangec Mobile Data Ltd ........... ... ...t 8629 10000 UK

Orange Paging (UK) Ltd. ... ovveiiie e 86.29 10000 UK

Orange Personal Communications Services Ltd. ........... 86.26 10000 UK

Orange Retall Ltd ... oi e e 86.29  100.00 UK

Orange Holdings Ltd and its subsidiaries ................. 8629 10000 UK

Orange Holdmgs (UK) Ltd .. ... oot 86.29  100.00 UK

Orange Overseas Holdings n® 2 Ltd And its subsidiaries . ... 86.29 10000 UK

Orange 3G Ltd. . .. . i e e 86.29  100.00 UK

The Point Communications Ltd . ... ......... ... ... ..., 86.29 10000 UK

Orange SIovensko. . ...t it e 5512 63.88 Slovakia

Orange SVerige . ...ovi i e 86.2% 100.00  Sweden ,
Orange Communications SA (“OCH™) .................. $6.29  100.00 Switzerland :
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Company Interest Cantro) Country
Proportionally consolidated companies

Darty France Telecom. ..., 43,16 50.00 France
Fidecall ... oo e 43.16 50.00 France
3G Infrastructure Services AB....... ... . iiiiiinnnn, 28.76 33.33 Sweden
Equity accounted companies

MobilCom AG ... o e 24.39 28.27 Germany
NewsTakes (in liquidation) ............ ... it 21.57 2500 UsA
Wind Telecomunicazioni..........c.oorieeininnenoenn., 2293 26.57 [taly
Book2eat.com (in liquidation) . ... ... ... ... i, 3513 41714 UK
Bangkok Inter Teletech Company (BITCO) .............. 4228  49.00  Thailand
TA Orange Company Lid. . ..ot it 42.20 48.91 Thailand
Wanadoo Segment

Company Taterest Cornuro! Country
Fully consolidated companies

Wanadoo SA ... . e 73.68 73.68 France
Wanadoo Belgique . ... 73.68 100.00  Belgium
Wanadoo International ........ ... 73.68  100.00 Belgium
Activos Mass Market ... oo 73.68 100.00 Spain
Indice Multimedia . ....... ..o i 72.99 $9.06  Spain
Wanadoo Bspaiia ... v e 73.68 100.00  Spain
FIT Production. .. oot e e iiee s 73.68  100.00 France
Kompass France. .. oouutiien i i 73.68  100.00 France
MaarCOoPOlY .« ot e e 73.68  100.00  TFrance
NOrBnot . o e e 73.68  100.00 France
Pages JaUReS . ... . i e 73.68  100.00 France
Wanadoo Data . ... vviee i e 73.68  100.00 France
Wanadoo Interactive Cdble ............................ 73.68  100.00 France
Wanadoo Bdition .. ....... .. i e e 62.70 85.10 France
Wanadoo E-Merchant ... .ov vttt ini i 73.68  100.00 France
Wanadoo Interactive ....... . ... i e 73.68  100.00 France
Wanadoo Portails . .. ... e 73.68  100.00 France
Maroe CORmECt . o\ttt e v e 66.31 90.00 Morocco
Euronet Internet. oo v it i e e e e 73.68 100.00  Netherlands
Freeserve holding ple. ... ... i 73.68 10000 UK
Babyworldeom Ltd .. ... i 73.68  100.00 UK
Freeserve.comi. . oo e 73.68  100.00 UK
Freeserve Auctions Ltd . ... .. o i 64.73 87.85 UK
Imtracus Ltd oL .o o e 73.68  100.00 UK
Freeserve Investment Ltd ... ... ... . ... .o 73.68 10000 UK
F3B Property Company. .. .....o.vvriiieivnnninennins 7368  100.00 UK
Equity accounted companies

Burodirectory ..ot e e 36.34 50.00  France
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Fixed line, voice and data services in France segment

Company

Fully consolidated companies

Expertel Consulting
Expertel EM L. e
France 102 Studio

FT Cable. . oo
FT Cable ANfers ..ot vt itiiee i i,
FT Cable Atlantique ... ..ot ien s
FT Cable Avignon.......oooviiiiiiiiinniniininn,
FT Cable Bassin Parisien ........ovvvvniinnvieeiancnn..
FT Cablz Bordeauk ...ttt i cieanns
FT Cible Cote d'Opale ..o
FT Cable DIdmie ... covv vt iiai e
FT Cable Lille . ... o o e
FT Clble Lomaine . ... .o e e
FT Cable Marseille ..ot i e e
FT Céble Montpellier ... iiiiiiiine e,
FT Cable RERION v o ovv i iet e ie e i ciieineanes
FT Cable ReODDCS ettt iitteirae et veiiceineeanns
FT Cable ROUCN ... vt ce i iaanans
FT Cable SIRCA ... i e e ey
FTCable Tours ...coovvevnninnenn. e e

FT Immo Holding ....ooov it i e innns
FT Immo Investissement .. ....oooovnr i iiivei i ne.
FT Multimcdia 2
FT Technologie Investisscment

FT Terminaur «ovv vttt eee e et eanans
FT Transmissions Audiovisuelles ............... ... .....

Globecast Reportages ......oo.iiieiiiniieinsvnnn.
Tmmobiliere FT ...
Immobilicre ISIS
Innovacom SA
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laterest  Controf Country

60.00 60.00 France
100.00  100.00 France

99.97 99.97 France
100.00  100.00 France
100.00  100.00 France
100.00  100.00 France

§6.00 86.00 France
100.00  100.00 France
100.00 100.00 France
100.00  100.00 France
100.00  100.00 France
100.00  100.00 France
100.00 100.00 France
100.00  100.00 France
100.00  100.00 France
100.00  100.00 France
100,00  100.00 France
100.00  100.00 France
100.00  100.00 France
100060  100.00 France
100.00  100.00 France
100.00  100.00 Francc
100.00  100.00 France
100.00  100.00 France
100.00  100.00 France
100.00 100.00 France

59,99 99.99 France
10000  100.00 France

99.69 99.69 France
100.00  100.00 France
100.00  100.00 France
160.00  100.00 Frunce
100.00  100.00 France
100.00  100.00 France
100.00  100.00 France
100.00  100.00 France
100.00 100.00 France
100.00  100.00 France

92.49  100.00 France
100.00  100.00 France
100.00  100.00 France
100.00  100.00 France
100.00  100.00 France
100.00  100.00 France




Company Taterest Control Country
Intelmatique .. ...ttt e 100.00  100.00  France
Internet Telecom .. .ol ..... 100.00 10000  France
MO R o e e 82.33 §2.33 Monaco
Montenay Video . ... ...ttt i e e 100.00  100.00 France
NEDF o e 51.61 51.61 France
R 26 i i e it e e 100.00  100.00 France
Rapp Fin b i e 100.00 100.00 France
Reégie T France .. oouiutiieean iy 100.00 10000  France
ReS0COM SerVICes ... . ittt e 100.00 100.00 France
St D L. s 99.99 99.99 France
SEE T . o e e 10000 100.00 France
SO Ay . L e e e 100.00 t00.00  France
TDF Cable Cenod ..o i e 100.00  100.00 France
TDF Cable Est. . vvnii e 100.00  100.00 France
TDF Vidéo Service ..o vviiir it it iiiiae e iaens 100.00  100.00 France
TéléDiffusion de France (TDF) ... ... ... ... oo 100.00 10000  France
Telinvest and ils subsidianes ......... . ... oaiiian, 100.00  100.00 France
TEANSPAC & o vt v ee et te et et e 100,00 100.00 France
VBB .« vt vt eee e et e e e 100.00  100.00 France
Visual TV o e e 100.00 100.00 France
Voltaire Image ... ..ot e 100,00  100.00 France
WoH A o e e e e e 100,00  100.00 France
Wanadoo Services Pro. . .....oeei i i 160.00  100.00 France
Equity Accounted Companies

CN T P i e e e 34.00 34.00 France
Internationa} voice and data services

Compuny Interest Control Country
Fully consolidated companies

Etrali Allemagne ... .o oo e 100.00 100.00  Germany
FT Deutschland GmbH .......... BN 100.00  100.00 Germany
FTMSC GmbH .. e e 100.00 100.00 Germany
FIRaNCIera S A o i i s 10000 10000  Argentina
Sofrecom ConsBlIOTa . .. ..t tie it it e 100,00 100.00  Argentina
Atlas Services Belgium ..o v i e 10000 10000  Belgium
Mobinvest ... .. e 77.66 90.00  Belgiuin
FT Network Services Canada. . ..., .o on. 100.00 100.00  Canada
Cl-Telcom o e 4590 51.00 fvory Coast
Atlas Services Denmark ........... P 10000  100.00 Denmark
Menatel . ..o e e 47.00 47.00 Egypt
Catalana . ... 7500 7500  Spain
Etrall Bspaghe ...t e 100.00  100.00  Spain
Madrid Films ... ... 10000 10000  Spain
Medialating . . ... e e e 100.00  100.00 Spain
Uni2oooooooii G tiensee._ 10000 100.00  Spain
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Company Interest Control Country
NRM . e 100.00  100.00 Spain

Bstel e 51.00 5100  US

Etrali North America ........ ..o iiiiiiniiinnianns 100.00 10000 US

FCR AMEMCA. .o e e i e 100.00  100.00 Us

FTLD USA . e e 100.00  100.00 uUs

FT Participations US. ... ... i 100.00  100.00 us

FTP Holding Inc ... ...t e i 100,00  100.00 uUs
Globecast NLA. .. ... i 100.00  100.00 us

AU 3 . e e 100.00  100.00 France
B2 S e e e e 100,00  100.00 France
Etrali International. .. ..ot e 100.00 100.00  France
France CablesetRadio. .......oovviini i, 100.00  100.00 France
FT/FCR Senégal .. .ooviiiin it 100.00  100.00  France
FCR COte dIVOire . ..ot et 90.00 90.00  Francc

FT Développement International ....................... 100.06  100.00 France
FTT e ae 100.00  100.00 France
FIManne ..o o e 100.00  100.00 France

FT Mobiles International .......... . oieeiiiiniinnn. 100.00  100.00 France
FIMSC SA e 100.00  100.00 France

FT Publiphonie Intemational .................. oot 100.00  100.00  France

) BT £ (o3 100,00  100.00 France
Sl X e e e 100.00 100.00 France
Rapp 10, ot 100.00 10000  France
Rapp 24. {00.00 100.00  France

LYo} 3411+ 1+ HA P 100.00  100.00 France
St L e e, 70.00 70.00 France
TDF International .. ... it e 100.00  100.00 France
Etrall HK o i e i 100.00 100.00  Hong Keng
FT Network Service Hong Kong .........oooviiiioii 100.00 100.00  Hong Korg
RINCOm . o e e 100.00  100.00 Mauritius
Etrali Sulsse ... .. i e e 100.00  100.00 Switzerlaad
FT Network Services Switzerland . ............c..oo it 100.00 100.00  Switzerland
Global One Swiss Sales ....v vt iiviie v e 100.00  100.00 Switzerland
FCR Vietnam PTELtd ........ ... i, 74.00 74.00 Vietnam
Chamare] Marine Services ..ot iiiiinieeaen 100.00  100.00 Mauritiug
Global One Communication Operations ............ovvvnn. 100.00 10000  Ireland
Global One Communication World Operations . ........... 100.00  100.00  Ireland
Etrall SRL ... e e e 100.00  100.00 T1aly

Etrall KK o 100.00  100.00 Japan
FILD Japan. .. ... i it 100.00 100.00 Japan

J T €O $8.00 88.00 Jordan
FIM Liban . ..o i 67.00 67.00 Lebanon
Régie T Mexico ..o vt e 75.00 75.00 Mexico
VOXIBL . e e e 53.28 53.64 Moldavia
FT Network Services Norway ....o..vovineinininn.ins 100,00  100.00 Norway
Casema . ..ot eieseraseaio.oe. 8600 10000  Netherlands
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Campany

Dutchtone Group BV ... . ... v
FT Services Nederland ...............ooiviv e,

Equant NV (and its subsidiaries) (1) ....................
Newsforce and its subsidiares . ... ..ot iiienien. ..

TP Internet Group. ... oo e
TP Invest GToUp ..o i

FT Network Services UK ..o e e ;

FIMAN UK . e e
Etrali UK .o e
FT Participations UK ... oo i i ieeenes
Globecast NNE ... o i e

CTE Telecomy Personal ... oo e
L) 1 W
Publite] e e

Sonatel Mobiles ... ... . e
Etrali Singaporc PTE ... ... ii i e
FY Netwwork Services Singapour ... ...coovvinineents
FT Newwork Services Sweden ... cviii e iene e

(1) Including Radianz, equity accounted at 49% (Note J). ‘
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[nterest Control Counrry
100.00  100.00 Netherlands
§6.00 86.00 Netherlands
100.00  100.00 Netherlands
100.00 100.00 Netherlands
100.00  100.00 Netherlands
54.17 54.17 Netherlands
100.00  100.00 Netherlands
100.00  100.00 Netherlands
17.30 47.50 Poland
33.93 47.50 Poland
100.00  100.00 Poland
56.39 81.50 Poland
100.00  100.00 Poland
3393 47.50 Poland
3393 47.50 Poland
3393 47.50 Poland
100.00  100.00 UK
10000  100.00 UK
100.00  100.00 UK
100.00 100.00 UK
100.00  100.00 UK
26.01 $1.00 Salvador
26.01 10000 Salvador
22.99 51.00 Salvador
26,01  100.00  Salvador
45.08  100.00 Salvador
4233 4233 Senegal
42,33 100.00  Senegal
100.00 100.00  Singapore
100,00  100.00 Singapore
100.00  100.00 Sweden



Company Tuterest  Canurol Country

Proportionally consolidated companies

DT-FT Italian Holding GmbH ......................... 50.00 5000  Germany
EOM S e 3636 71.25 Egypt
MM EA e e 36.33 71.25 Egypt
MobINIl . e 7128 7125 Egypt
Globecast Espafia S.L. ....oooviii i 50.72 3072 Spain
EBTC e 49.00  49.00 Estonia
DABI. . ot 49.00 4900  Finland
Cell PIUS o ot e e e e 40.00 4000  Mauntius
Telecom Mauritius . .. ... oot 40.00  40.00 Mauritius
Telecom Plus ... ... 58.00 70.00 Mauritius
Mobiecom ... i e 3520  40.00 Jordan
TG e e 3520 4000  Jordan

Equity accountcd companies

Nortel Inversora. ...oovuet i i 25.52 50.00 Argentina
Publicom . . e e 13.97 50.00 Argentina
Telecom Argentina ... ... i 13.97 50.00 Argentina
Telecom Petsonal..........coovnee. e 13.97 50.00 Argentina
Intelig oo e e 25.00 25.00 Brazil
AXION 4ttt ee i n e e e 40.00 4000  Spain
BUesat . e e 23.56 23.96 France
FCR Papeete ..\ vveit ittt iie i e i ican i aeanes 34.00 3400  France
Pramindo Ikat .. ... . i e e 40.00 40.00 Indonesia
NUCleO. . . e e 9.43 50.00 Paraguay
Gl i e e 43.33 4333 Portugal
By 5% € S 43.33 43.33 Portugal
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SIGNATURE

Pursumt to the requirements of the Securities Exchange Act of 1934, the
Registrant has duly causcd this report to be signed on its behalf by the undersigned,
thereuno duly authorized.

FRANCE TELECOM

ou Coponter M, 1007 W-ang

Name: Piorre Hllaire
Title: Senior Vice Presidant Finance,
France
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